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| ndependent Auditor’s Report

The Office of the State Auditor
and
Menbers of the Board of Visitors
The Citadel, The Mlitary College of South Carolina
Charl eston, South Carolina

W have audited the acconpanying basic financial statenents of The
Citadel, The Mlitary College of South Carolina, (The Citadel) as of
June 30, 1999 and for the year then ended as listed in the table of
contents. These financial statenents are the responsibility of The
Ci tadel’s nmanagenent. Qur responsibility is to express an opinion on
these financial statenents based on our audit. W did not audit the
financial statenents of The Citadel Trust, Inc., a conponent unit of
The Citadel, whi ch  financial statements reflect the indicated
percentages of total assets and total revenues, respectively, of the
unrestricted current (31% and 2%, restricted current (93% and 15%,
loan (69% and 74%, endowrent and simlar ( 99% and 99%, and
unexpended plant ( 7% and 649 funds. Those statenents were audited by
ot her auditors whose report thereon has been furnished to us, and our
opinion, insofar as it relates to the amunts included for that
conponent unit, is based solely on the report of the other auditors. W
al so audited the adjustments described in Note 23 that were applied to
restate the June 30, 1998 basic financial statenments. In our opinion,
such adjustnments are appropriate and have been properly applied.

We conducted our audit in accordance with generally accepted auditing
st andar ds. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statenents
are free of material m sstatenent. An audit includes exam ning, on a
test basis, evidence supporting the amunts and disclosures in the
financial statenents. An audit also includes assessing the accounting
principles used and significant estimtes mde by managenent, as well
as eval uating the overall financial statenent presentation. We
believe that our audit and the report of the other auditors provides a
reasonabl e basis for our opinion.

As discussed in Note 1 to the financial statenents, the acconpanying
basic financial statements of The Citadel are intended to present the
financial position, <changes in fund balances, and current funds
revenues, expenditures, and other changes of only that portion of the
funds of the State of South Carolina financial reporting entity that is
attributable to the transactions of The Citadel, an institution of the
State of South Carolina. These basic financial statements include the
financial activities of The Citadel Trust, Inc., a conmponent unit of
The Citadel. These financial statenents do not include other agencies,



institutions, departnments, or conponent units of the State of South
Carolina primry government.

In our opinion, based on our audit and the report of the other
auditors, the financial statenents referred to above present fairly, in
all material respects, the financial position of The Citadel as of June
30, 1999, and the changes in fund balances and the current funds
revenues, expenditures, and other changes for the year then ended in
conformty with generally accepted accounting principles.

As discussed in Note 23 to the financial statenents, certain errors
resulting in an overstatement of previously reported inconme for the
year ended June 30, 1998 were discovered by The Citadel’s nanagenent
during the current year. Accordingly, an adjustnent has been nmde to
the respective fund balances as of July 1, 1998 to correct the errors.
Also discussed in Note 23 to the financial statenents, during the
current year The Citadel’s managenent deternmined that certain assets
and liabilities were not recorded in the proper funds. Accordingly, an
adj ust rent has been nade to these asset bal ances and to the respective
fund bal ances as of July 1, 1998.

These financial statements exclude the related entities listed in Note
17 from the reporting entity because The Citadel is not financially
accountable for these entities. As part of its affiliated organizations
project, the Governnental Accounting Standards Board is «currently
studyi ng other circunstances under which organizations that do not neet
the financial accountability «criteria would be included in the
financial reporting entity.

The Year 2000 Issue on pages 47 and 48 is not a required part of the
basic financial statements but is supplenmentary information required by
the CGovernnmental Accounting Standards Board, and we did not audit and
do not express an opinion on such information. Further, we were unable

to apply to the information <certain procedures prescribed by
prof essi onal standards because of the unprecedented nature of the year
2000 issue, its effects, the fact that authoritative neasurenent
criteria regarding the status of renediation efforts have not been
established, and the success d renmediation efforts will not be fully
determi nable until the year 2000 and after and because insufficient
evi dence exists to support disclosures. In addition, we do not provide
assurance that The Citadel is or will becone year 2000 conpliant, that
The Citadel’s year 2000 renediation efforts will be successful in whole

or in part, or that parties with which The Citadel does business are or
wi |l becorme year 2000 conpliant.

Fl orence, South Carolina
Sept enber 30, 1999
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THE
CITADEL

Exhibit
A

The Military College
of South Carolina

Balance Sheset
June 30, 1999

ASSETS
Cash and cash

equivalents (Note 15)
Investments (Note 15)
Accounts receivable, net

(Note 13)

Grants and contracts
receivable

Current Plant

Funds Funds

Endowment
Loan and Similar Retir Inves Agen Totals
emen tment cy

t of
Unre Restr Fund Fund Unex Indeb in Fund (Memora 6/.
strict icted s S pend tedne Plant s ndum ¢
ed ed ~ss Only)
$ $ $ $ $ $ $ $ $
8,526 318,2 39,92 855,4 5,185 6,528 - 105,1 15,037,3 2%
,660 43 5 53 ,396 11 16 9,
4,679 6,097 685,8 36,58 758,9 - - - 48,806,6 44
411,419 96 4,970 74 70 O,
581,9 - - - 1,899 - - - 583,854 6C
55
- 190,0 - - - - - - 190,010 1t

10



Notes receivable (Note
17)

Accrued interest
receivable

Inventories (Note 11)
Capital improvement
bond proceeds receivable

(Note 3)
Prepaid items

Loans to students, net
(Note 13)

Cash surrender value of
life insurance (Note 23)

Land

Buildings

Equipment

Library books

Construction in progress

(Note 14)

Advance to unexpended
plant funds (Note 12)

Deferred charges

Total assets

- 114,0

00

40,73 139
5

1,527 -
,005

290,6 28,36

33 5

19,42 -
0

$ 3

1,044
,319

1,179 47,02 3,028

259,3
59

25,00

5

5,813
,802

1,909
,689

88,79
5,328

5,161
431

7,181
271

703,9
43

114,000 11

92,106 1&

1,527,00 1,

5

5,813,80 6,
2

318,998 2¢
1,044,31 1,
9 |
278,779 24
1,934,68 1,
9 |

88,795,3 7¢
28 1,

5,161,43 5,
1

7,181,27 6,
1

703,943 5,

500,000 51




LIABILITIES AND FUND BALANCES

Accounts payable

Accrued payroll and
related liabilities

Accrued compensated
absences and related
liabilities

Deferred compensation
liability

Deferred revenues

Student deposits

Deposits held for others

Retainages payable

Arbitrage payable

Advance from retirement
of indebtedness funds

(Note 12)
Accrued interest payable

Notes payable (Note 5)

Bonds payable (Note 4)

Obligations under capital

leases (Note 6)

Fund balances (Note

$
894,5
12

1,421
,860

1,709
,196

134,0
41

696,3
23

479,5
17

2,588

$
17,05
1

52,35
0

203,9
30

625,8
89

500,0
00

2,739

300,2
74

X

263,5
13

24,03
0,000

44,94

$

$

- 1,116,15 1,

6

1,474,21
0

- 1,709,19

105,1
11

6

134,041

696,323

479,517

105,111

628,477

2,739

500,000

300,274

263,513

24,030,0

00

44,944

1,

6C

5¢€

2C

51

31

2¢

28

0,

1€



21) 10,32 6,678 1,769 37,72 10,47 479,2 - - 67,458,4 6-

7,782 775 ,477 5,961 7,277 22 94 4.
Net investment in plant
- - - - - - 79,41 - 79,413,2 7¢
3,205 05 5,
Total liabilities and $ $ S 3 3 3 S S
fund balances 15,66 6,748 1,770 37,72 11,80 782,2 $103, 105,1 Mﬂ
2,819 176 ,140 5,961 7096 35 7516 1l 200 2

62

10



THE CITADEL

Exhibit

The Military College of
South Carolina
Statement of Changesin
Fund Balances
For the year ended June

30, 1999

Revenues and other
additions:

Unrestricted current
fund revenues

Federal grants and
contracts - restricted

State appropriations
revenue - restricted

B
Current Plant Funds
Funds
Endowment
Loan and Similar Retir Inves Totals
emen tment
t of
Unre Restr Fund Fund Unex Indeb in (Memor
strict icted s s pend tedne Plant andum
ed ed ss Only)

$ $ $ $ $ $ 3 $

52,37 - - - - - - 52,377,
7,182 182
- 8,864 8,953 - - - - 8,873,7

, 781 34

- 739,6 - - - - - 739,683

11



83
State gifts, grants and

contracts - restricted -62,16 - - - - - 62,165
5
Private gifts, grants
and contracts - restricted - 4,404 -257,0723,5 - - 5,384,9
337 01 93 31
Investment income -
restricted -521,053,382,362420,6 9,938 - 3,367,2
16 1 ,265 63 63
Endowment income -
restricted - 1,842 - - - - - 1,842,5
531 31
Interest on loans
receivable - -28,25 - - - - 28,250
0
Expended for plant facilities
(including $538,244 charged
to current funds and
$52,943 of capitalized - - - - - -10,68 10,688,
interest) 8,713 713
Retirement of
indebtedness - - - - - -1,021 1,021,7
746 46
Student tuition
- - - - -487,8 - 487,860
60
Recoveries of written-
off loans - -7,544 - - - - 7,544
Other sources
-56,843,772 - - - - 60,621
9
Total revenues and 52,37 16,49101,92,6191,144497,7 11,71 84,942,
other additions 7,182 1,362 00 ,266 ,256 980,459 223
Exhibit
B



(Conti

nued)
THE CITADEL
The Military College of
South Carolina
Statement of Changesin
Fund Balances
For the year ended June
30, 1999
Current Plant Funds
Funds
Endowment
Loan and Retir Inves Totals
Simil emen tment
ar t of
Unre Restr Fund Fund Unex Indeb in (Memor
strict icted s s pend tedne Plant andum
ed ed ss Only)
Expenditures and other
deductions:
Educational and
general expenditures 31,68 15,15 - - - - - 46,838,
2,894 5,643 537
Auxiliary enterprise
expenditures 17,26 - - - - - - 17,264,
4,713 713
Indirect costs
recovered -1,181 - - - - - 1,181
Loan cancellations and
write-offs - -100,3 - - - - 100,327

27

13



Expended for plant
facilities (including
noncapitalized

expenditures of

$1,749,977) - - - -11,80 - - 11,807,
7,509 509
Retirement of
indebtedness - - - - -1,021 - 1,021,7
, 746 46
Additions in capital
leases - - - - - -39,99 39,994
4
Interest and other
charges on indebtedness - - - - -1,310 - 1,310,7
, 749 49
Disposal of plant
facilities - - - - - -237,6 237,629
29
Other deductions
- -8,441 - -2,739 - 11,180
Total expenditures
and other deductions 48,94 15,15108,7 -11,802,335277,6 78,633,
7,607 6,824 68 7,509 ,234 23 565
Exhibit
B
(Conti
nued)

THE CITADEL
The Military College of
South Carolina
Statement of Changesin
Fund Balances
For the year ended June

14



30, 1999

Current Plant
Funds Funds
Endowmen
t
and Totals
Loan Similar Retir Inves
eme tmen
ntof t
in
Unre Restr Fund Fund Unex Inde Plant (Memor
strict icted s s pend bted andum
ed ed ness Only)

Transfers among funds - additions
(deductions)
Mandatory: (note 7)
Principal and interest

(2,05 - - - -2,051 - -
1,169 169
)
Loan matching funds
Nonmandatory: (note
7)
Transfers from
current funds:
Unrestricted
(1,20 - 5721,17727,79 - -
6,201 .830 9
)
Restricted

- (285, -50,10197,937,17 - -

15



242) 1 69 2
Transfers from

endowment and similar 159,7 - - (159, - - - -
funds 78 778)
Transfers from plant
funds:
Unexpended
11,92 - - - (11,9 - - -
2 22)
Retirement of
Indebtedness - - - -303,5 (303, - -
80 580)
Transfers of debt
representing plant - - - -7,564 - (7,56 -
additions ,910 4,910
)
Total transfers
(3,08 (285, - (109,9,2321,812 (7,56 -
5,670 242) 105) ,367 ,5604,910
) )

Net increase
(decrease) for the year 343,9 1,049 (6,86 2,510 (1,43 (24,8 3,867 6,308,6
05 ,296 8) ,1610,886 76) ,926 58

)

Fund balances at
beginning of year, as
Previously Reported
or Restated (Note 23) 9,9835,6291,77635,2111,90504,075,54 140,563
877 ,479 ,3455,8008,163 985,279 ,041

Fund balances, end of $5 $ $ $ S5 S 5 $
year 10,326.,6781,76937,7210,47479,279,41 146,871
7,782 775 ,4775,9617.277 22 3,205 ,699

16



Exhibit
C

THE CITADEL

TheMilitary College of South Carolina
Statement of Current Funds

For the year ended June 30, 1999

Unrestri Restrict Total

cted ed
Revenues:
Student fees $ $ $
11,838, - 11,838,
420 420

State appropriations (Note 2)
17,144, 739,68 17,884,
363 3 046
Federal grants and contracts
331,057 8,851,5 9,182,6
93 50
State gifts, grants and contracts
- 30,540 30,540
Private gifts, grants and contracts
392,157 4,307,4 4,699,6
81 38
Investment income
655,271 358,38 1,013,6
1 52
Endowment income
191,694 844,77 1,036,4

7 71
Auxiliary enterprises:
Student fees
10,200, - 10,200,
868 868

Gifts and contributions

17



Interest income

Sales and services

Other fees

Other sources

Total current revenues

Expenditures and mandatory transfers:

Educational and general:
Instruction

Research

Public Service

Academic support

Student services

Institutional support

Operation and maintenance of

plant

Scholarships and fellowships

Educational and general
expenditures

44,583 - 44,583
283,938 - 283,938
9,823,5 - 9,823,5
20 20
247,310 - 247,310
1,2240 23,188 12471
01 89
52,377, 15,155, 67,532,
182 643 825
11,607, 897,05 12,504,
614 2 666
1,521 185,00 186,524

3
675,876 329,52 1,005,3
1 97
3,584,0 1,237,1 4,821,2
61 41 02
4584,7 164,74 4,749.4
37 5 82
5,405,1 44,051 54492
52 03
4,554,9 147,83 4,702,7
13 4 47
1,269,0 12,150, 13,419,
20 296 316
31,682, 15,155, 46,838,
894 643 537

18



Auxiliary enterprises:
Expenditures

Mandatory transfers for principal
and interest

Total auxiliary enterprises

Total expenditures and
mandatory transfers

17,264, - 17,264,
713 713
2,051,1 - 20511
69 69
19,315, - 19,315,
882 882

50,998, 15,155, 66,154,
776 643 419

Other transfers and additions (deductions):

Nonmandatory transfers in

Nonmandatory transfers out

171,700 - 171,700

(1,206,2 (285,24 (1,491,4
01) 2) 43)

Excess (deficiency) of restricted receipts

over
transfers to revenues

Total other transfers and
additions (deductions)

Net increase (decrease) in fund
balances

-1,3345 1,3345
38 38

(1,034,5 1,049,2 14,795

01) 96
$ $ 3

ﬁ@%;&;

I=

0 0 1,393,2
01

19



THE CITADEL
The Military College of South Carolina
Notes to the Financial Statenents
June 30, 1999

NOTE 1 - SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES

The accounting policies of The Citadel, the Mlitary College of South Carolina,

conform to generally accepted accounting principles (GAAP) applicable to the
governmental colleges and universities nodel as defined in the American Institute
of Certified Public Accountants’ (AICPA) Audits of Colleges and Universities
Industry Audit Guide recognized by the Governnmental Accounting Standards Board
( GASB) . GASB is the recognized standard-setting body for GAAP for all state
governmental entities including colleges and universities. Those Fi nanci al

Accounting Standards Board (FASB) pronouncenents issued on or before Novenber 30,

1989, are authoritative provided they do not contradict or conflict with GASB
gui dance. However, GAAP prohibits the application of FASB gui dance by governnent al

colleges and universities after that date. A summary of significant accounting
policies foll ows.

Reporting Entity

The core of the financial reporting entity is the primary government which has a
separately elected governing body. As required by generally accepted accounting
principles, the financial reporting entity includes both the primry governnment and
all of its conponent units. Conponent units are |egally separate organi zations for
which the elected officials of the primary government are financially accountable.
In turn conponent units nmay have conponent units.

An organization other than a primary government nmay serve as a nucleus for a
reporting entity when it issues separate financial statenents. That organi zation
is identified herein as a primary entity. This financial reporting entity includes
both The Citadel, the MIlitary College of South Carolina (a primary entity), and
its conmponent unit blended within the primary entity.

A primary governnent or entity is financially accountable if its officials or
appoi ntees appoint a voting majority of the organization's governing body including
situations in which the voting nmajority consists of the primary entity's officials
serving as required by law (e.g., enployees who serve in an ex officio capacity on
the conponent unit's board are considered appointnments by the primary entity), and
(1) it is able to inpose its will on that organization or (2) there is a potential
for the organization to provide specific financial benefits to, or inpose specific
financial burdens on, the primary entity. The primary entity also may be
financially accountable if an organization is fiscally dependent on it even if it
does not appoint a voting majority of the board. An organization is fiscally
dependent on the primary government or entity that holds one or nore of the

foll owi ng powers:

(1) Determ nes its hkudget w thout another governnent's having the authority to
approve and nodi fy that budget.

(2) Levi es taxes or set rates or charges w thout approval by another government.

(3) | ssues bonded debt without approval by anot her government.

The organization is fiscally independent if it holds all three of those powers.
Based on these criteria, The Citadel Trust, Inc., is included in the reporting
entity because of the significance of its operational and financial relationships



THE CITADEL
The Military College of South Carolina
Notes to the Financial Statenents
June 30, 1999

NOTE 1 — SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

with The Citadel. The Citadel Trust is blended within the college fund groups of
The Citadel.

Reporting Entity (Continued)

Section 59-121-55 of the Code of Laws of South Carolina authorized The Citadel
Board of Visitors to form The Citadel Trust (the Trust), a non-profit el eenpbsynary
corporation for the purpose of providing scholarship and other financial assistance

or support to The Citadel. This legislation further authorized the Board of
Visitors to transfer certain nonstate appropriated assets, not exceedi ng
$20, 000,000, to the Trust to be used for its stated purpose, except that any
restrictions or limtations on such assets continue to be applicable after the

assets are transferred. These assets were transferred to the Trust effective July
1, 1991. The Trust is governed by a five-nmenber Board of Directors appointed by
The Citadel Board of Visitors. In the event of dissolution of the Trust, all its
assets shall revert to The Citadel. Even though the Trust is a legally separate
entity, it is reported as if it were part of The Citadel because The Citadel Board
of Visitors appoints the Trust’'s board and the Trust provides specific financial
benefits to The Citadel.

The Trust's bal ances and transactions are blended with those of The Citadel, i.e.,
reported in the applicable fund groups as if they were bal ances and transactions of
The Citadel. The separately issued financial statenents of the Trust my be

obtained from The Citadel's Vice President for Finance and Busi ness Affairs.

Primary Entity

The Citadel is a State-supported, coeducational institution of higher education.
The Citadel is granted an annual appropriation for operating purposes as authorized
by the South Carolina General Assenbly. The appropriation as enacted becones the

| egal operating budget for the institution. The Appropriation Act authorizes
expenditures from funds appropriated from the General Fund of the State and
aut hori zes expenditures of total operating funds. The laws of the State and the

policies and procedures specified by the State for State agencies and institutions
are applicable to the activities of The Citadel. The Citadel was established as an
institution of higher education by Section 59-101-10 of the Code of Laws of South
Carolina. The Citadel (a primary entity) is part of the primary governnent of the
State of South Carolina and its funds are reported in the State’ s higher education
funds in the Conprehensive Annual Financial Report of the State of South Carolina.
Generally all State departnments, agencies, and colleges are included in the State’'s

reporting entity. These entities are financially accountable to and fiscally
dependent on the State. Although the State-supported universities operate somewhat
autononously, they lack full corporate powers. In addition, the Governor and/or

the CGeneral Assenbly appoints nost of their board nenbers and budgets a significant
portion of their funds.

The Board of Visitors, which has seven nenbers appointed by the CGeneral Assenbly,
three by the Association of Citadel Men, and one by the Governor, is the governing
body of The Citadel. The Board adm nisters, has jurisdiction over, and is
responsi bl e for the managenent of The Citadel.

The acconpanying financial statenments present the financial position, the changes
in fund bal ances, and the current funds revenues, expenditures, and other changes

10



THE CITADEL
The Military College of South Carolina
Notes to the Financial Statenents
June 30, 1999

NOTE 1 — SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

Primary Entity (Continued)
of only that portion of the funds of the State of South Carolina that is
attributable to the transactions of The Citadel and its conponent unit.

Presentati on of Conponent Units
The Citadel Trust, despite being legally separate from The Citadel (the prinmary

entity), is so intertwined with it that it is, in substance, the same as the
primary entity. Such conponent unit’s bal ances and transactions are blended with
those of the primary entity, i.e., reported in the applicable fund groups as if

they were bal ances and transactions of the primary entity.

Basi s of Accounting

The financial statements of The Citadel have been prepared on the accrual basis
except that, in accordance wth accounting practices customarily followed by
governnmental educational institutions, no provision is made for depreciation of
physi cal plant assets, interest on loans to students is recorded when coll ected,
and revenue from tuition and student fees for sumer sessions is reported totally

wi thin the fiscal year in which the session is primarily conducted. Ot herwi se

revenues are reported in the accounting period when earned and becone neasurable
and expenditures when materials or services are received or when incurred, if
measur abl e. Unrestricted state appropriations are recognized as revenue when

received or nmade avail able. The statement of current funds revenues, expenditures,
and other changes is a statenment of financial activities of current funds related
to the current reporting period. The statenment does not purport to present the
results of operations or the net incone or loss for the period as would a statenent
of incone or a statenent of revenue and expenses.

Mandatory transfers are limted to those arising out of binding |egal arrangenents

related to financing the educational plant (e.g., construction, repairs, debt
anortization, and interest); agreenents to match gifts and grants; or required
mat ching of certain federal |oan prograns. Al other interfund transfers are

reported as nonnmandatory transfers.

To the extent that current funds are used to finance plant assets, the ampunts so
provi ded are accounted for as (1) expenditures, in the case of alterations and
renovati ons and purchases and normal replacenent of novable equipment and Ilibrary
books; (2) mandatory transfers, in the case of required provisions for debt
anortization and interest; and (3) transfers of a nonmandatory nature in all other
cases.

Fund Accounting - Coll ege Funds
Fund accounting is the procedure by which resources for various purposes are
classified for accounting and reporting purposes into funds that are in accordance

with specified activities or objectives in accordance wth Jlimtations and
restrictions placed by sources outside the institution or in accordance wth
directions issued by the governing board. Separate accounts are nmmintained for
each fund; however, in the acconmpanying financial statenents, funds that have

simlar characteristics have been conbined into fund groups and subgroups.

11



THE CITADEL
The Military College of South Carolina
Notes to the Financial Statenents
June 30, 1999

NOTE 1 — SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

Fund Accounting — Coll ege Funds (Conti nued)
Accordingly, all financial transactions have been recorded and reported by fund
group and subgroup.

Wthin each fund group, fund balances restricted by outside sources are so
indicated and are distinguished from unrestricted funds allocated to specific
purposes by action of the governing board. Externally restricted funds may be
utilized only in accordance with the purposes established by the sources of such
funds and are in contrast with unrestricted funds, over which the governing board
retains full control to use in achieving any of its institutional purposes.

All gains and |osses arising from the sale, collection, or other disposition of
i nvestments and other noncash assets are accounted for in the fund that owned such
assets. Ordinary incone derived from investnents, receivables, and the like is
accounted for in the fund owning such assets, except for incone derived from
i nvestments of endowrent and simlar funds which is accounted for in the fund to
which it is restricted or, if wunrestricted, as revenue in unrestricted current
funds, except for certain quasi-endowrent income which is required to be added to
the principal or unless the endowrent agreement requires the incone to be added to
t he corpus. For these exceptions, incone is reported in the endowrent and simlar
funds group.

Al'l other unrestricted revenues are accounted for in unrestricted current funds.
Restricted gifts, grants, appropriations, endowrent inconme, and other restricted
resources are accounted for in the appropriate restricted funds.

The Current Funds group includes those econom c resources which are expendable for
operating purposes to perform the primary mssions of The Citadel, which are
i nstruction, research, and public service. For a nore meaningful disclosure, the
current funds are divided into two subgroups: wunrestricted and restricted.
Separate accounts are mmintained for auxiliary enterprises operations in the
unrestricted current funds. Current funds are considered unrestricted unless the
restrictions inposed by the donor or other external agency are so specific that
they substantially reduce The Citadel's flexibility in their utilization.
Unrestricted gifts are recognized as revenue when received and other unrestricted
resources are recorded as revenue when earned. Receipts that are restricted are
recorded initially as additions to restricted fund balances and recognized as
revenue to the extent that such funds are expended for the restricted purposes
during the current fiscal year and net all related requirenents.

Current Funds Auxiliary Enterprises are essentially self-supporting business
entities and activities that exist for the purpose of furnishing goods and services
primarily to students, faculty, staff, or departnments and for which charges are
made that directly relate to such goods and services. Revenue and expenditures are
reported separately as unrestricted current funds. Assets, liabilities, and fund
bal ances are conbined with other unrestricted current funds for reporting purposes;
however, each separate enterprise maintains its own assets, liabilities, and fund
bal ance. Auxiliary enterprises activities include athletics, barracks, cadet
store, dining hall, infirmary, and gift shop. The portion of The Citadel's
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NOTE 1 — SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

Fund Accounting — Coll ege Funds (Conti nued)

unrestricted current funds balance related to its auxiliary enterprises was
$3, 047,385 at June 30, 1999.

The Loan Funds group accounts for the resources available for loans to students
from donors, governnent agencies, and nandatory institutional matching grants.
Loan funds have been divided into those provided by the federal governnent and
those provided by other sources. Expendi tures include costs of |oan collections,
| oan cancellations and wite-offs in accordance with |oan program terns, charges
for collectibility allowances, and adm nistrative costs under the federal |oan
prograns. To the extent that current funds are used to neet required provisions
for grant matching, they are accounted for as mandatory transfers.

The Endownent and Sinmilar Funds group includes endowrent funds, term endowrent
funds, and funds functioning as endownents (quasi-endownent). Endownent funds are
subject to the restrictions of gift instruments requiring in perpetuity that the
principal be invested and the income only be utilized. Sone of The Citadel's
endownents require the income to be used for specified purposes and others contain
no such restrictions. Term endownent funds are simlar to endownent funds except
that, upon the passage of a stated period of tinme or the happening of a particular
event, all or a part of the principal nay be expended. Currently, The Citadel has
no term endownrents. Wil e quasi-endownent funds have been established by the
governing board for the sane purposes as pernmanent endowrent funds, subject to any
restrictions inposed by the donor of the resources, any unrestricted portion of the
principal as well as incone may be expended at the discretion of the governing
board. The term "principal" is construed to include the original value of an
endownment and subsequent additions and realized gains/losses attributable to
i nvest ment transactions.

The Pl ant Funds group consists of three self-bal anci ng subgroups: (1) unexpended
pl ant funds, (2) funds for retirenment of indebtedness, and (3) investnent in plant.
The unexpended plant funds subgroup accounts for the resources derived from various
sources and any debt related to unexpended resources to finance the acquisition of
long-life assets and to provide for routine renewal and replacenent of existing
pl ant assets. Receipts legally restricted solely for plant inprovenents are
recorded directly in The Citadel's plant funds as revenue. The retirement of
i ndebt edness subgroup accounts for resources that are specifically assessed and/or
specifically accunulated for interest and principal paynents, debt service reserve

funds, and other debt service charges related to plant fund indebtedness. The
investment in plant subgroup accounts for all long-life assets in the service of
The Citadel, all construction in progress, and related debt for funds borrowed and
expended for the acquisition of plant assets included in this fund subgroup. Net

investment in plant represents the excess of the carrying value of plant assets
over the related liabilities.

The Agency Funds group accounts for the assets held on behalf of others in the

capacity of custodian or fiscal agent; consequently, transactions relating to
agency funds do not affect the operating statements of The Citadel. They incl ude
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NOTE 1 — SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

Fund Accounting — Coll ege Funds (Conti nued)
the accounts of students, student organizations, and other groups directly
associ ated with The Citadel

Use of Estimates

The preparation of financial statenments in conformty wth generally accepted
accounting principles requires nmanagenent to nake estimates and assunptions that
affect the reported ampbunts of assets, liabilities, revenues, and expenditures and
af fect disclosure of contingent assets and liabilities at the date of the financia
statenments. Actual results could differ fromthose estimtes.

I ndi rect Cost Recoveries

The Citadel records restricted current funds revenue for governmental grants and
contracts in amunts equal to direct costs incurred. The Citadel reports as
unrestricted revenue recoveries of indirect <costs applicable to governnment-
sponsored prograns at negotiated fixed rates for each year. The recoveries are
al so recorded as additions and deductions of restricted current funds. I ndi rect
cost recoveries nmust be renitted to the State General Fund except those received
under research and student aid grants which nmay be retained by The Citadel. Al so,
after January 1, 1999, federal grants and contracts whose annual award is two
hundred thousand dollars or less are exenpted from the requirement to remt
recoveries to the State General Fund. For fiscal year 1999, The Citadel retained
all indirect cost recoveries.

Conpensat ed Absences

Generally, all pernanent full-tine State enployees and certain part-tinme enpl oyees
scheduled to work at |east one-half of the agency’'s workweek are entitled to accrue
and carry forward at calendar year-end maxi nuns of 180 days sick |eave and of 45
days annual vacation |eave, except that faculty menbers do not accrue annual | eave.
Upon termnation of State enploynent, enployees are entitled to be paid for
accumrul ated unused annual vacation |eave up to the nmaxi num but are not entitled to
any paynment for unused sick |eave. The conpensated absences liability includes
accrued annual |eave and overtinme |eave earned for which the enployees are entitled
to paid tinme off or paynent at termnation. The leave liability also includes an
estimate for accrued sick |eave and leave from the College's |eave transfer poo

for enployees who have been approved as |eave recipients under personal energency
ci rcunmst ances whi ch commenced on or before June 30, 1999. The Citadel calcul ates
the conpensated absences liability based on recorded bal ances of unused |eave for
which the enployer expects to conpensate enployees through paid time off or cash

paynments at termnation. That liability is inventoried at fiscal year-end current
salary costs and the cost of the salary-related paynents and is recorded in
unrestricted current funds. The net change in the liability is recorded in the

current year in the applicable functional expenditure categories.

I nvest nent in Pl ant

Physi cal plant and equipnent, except for plant assets acquired prior to July 1,

1985, and equi pnent acquired under capital |ease, are stated at cost at the date of
acquisition or fair market value at the date of donation in the case of gifts from
external parties. Pl ant assets acquired prior to July 1, 1985, are stated at
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NOTE 1 — SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

I nvestnent in Plant (Continued)

hi storical cost when deternminable or at estinmated historical cost. Equi pnent
addi ti ons purchased through installnment purchase contracts are capitalized in the
i nvestment in plant funds subgroup in the year of acquisition at their total cost,

excluding interest charges. Equi pmrent under capital |eases and installnent
purchase agreenments is stated at the lower of the present value of mininmm|ease
paynments, including the downpaynent, at the beginning of the lease term or fair

value at the inception of the |ease. Resources for the paynents of principal and
interest on such contracts are recorded as transfers from the current funds group
and the debt service expenditures are reported in the retirement of indebtedness
pl ant funds as the installnents are paid.

Infrastructure assets include streets, sidewalks, parking lots, drainage systens,
lighting systens, utility systens, and simlar assets that are imovable and only
of value to The Citadel and are not capitalized.

Construction expenditures are recorded at cost in the unexpended plant funds when
incurred and simultaneously capitalized at total expenditures |ess noncapitalized
costs as construction in progress in the investnent in plant funds subgroup. Upon
the conpletion of the project, the costs are capitalized in the appropriate asset
accounts in investnment in plant.

Construction in progress is valued at total cost |ess noncapitalized costs in the
unexpended plant funds subgroup when the costs are incurred. Upon conpl etion of
the project, these capitalized costs are recorded as expenditures in unexpended
pl ant funds and the asset and any associated debt sinultaneously are transferred to
the investnment in plant funds subgroup and recorded in the appropriate asset
accounts.

Li brary books, periodicals, mcrofilms and other library materials on conputer data
storage devices are recorded at cost when purchased or fair market value at the
dat e of donati on.

Current funds expenditures for acquisition of capital assets are sinultaneously
recorded in both the current funds expenditure accounts of the various operating
departnments and in the investnent in plant funds subgroup

The Citadel capitalizes nmajor additions and renovations to plant assets; qualifying
equi pment with a unit value in excess of $5,000 and a useful life in excess of two
years; and library materials regardl ess of cost.

When plant assets are sold, retired, or otherw se disposed of, the carrying val ue
at cost, estimated historical cost, or fair nmarket value at date of gift, where

applicable, is renpved from the investnent in plant subgroup. The values of
library materials are renoved based on average cost of library itens. In
accordance with practices followed by educational institutions, depreciation on

physi cal plant and equi pment is not recorded.
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Capitalized Interest

The Citadel capitalizes as a conponent of construction in progress interest cost in
excess of earnings on debt associated with the capital projects. Therefore, asset
values in the investnent in plant subgroup include such interest costs.

Deferred Charges/Credits and Anortization

Deferred charges consisting of bond discounts, bond insurance prem unms and bond
i ssuance costs are reported in the asset section and deferred credits for bond
premiuns are reported in the liability section of the balance sheet of the
retirement of indebtedness plant funds subgroup and are anortized as elenents of
interest and other charges on indebtedness over the lives of the applicable bond
i ssues using the bonds outstandi ng nethod. Anortization of deferred premuns is
recorded as a reduction of interest expenditures; whereas, anortization of deferred
charges is reported as an addition to interest charges.

Def erred Revenues

In unrestricted current funds, deferred revenues consist of receipts collected in
advance for athletic events which anobunts have not been earned, and student tuition
and fees and room and board collected in advance for the sumer and fall academc
terns. Revenues are recognized in the period in which the sessions are
predom nantly conducted and services are provided or the senester for which the fee
i s applicable and earned.

St udent Deposits

St udent deposits represent dormitory room deposits, security deposits for possible
room damage and key |oss, other deposits, and student fee refunds. St udent
deposits are recognized as revenue during the semester for which the fee is
applicable and earned when the deposit is nonrefundable to the student under the
forfeit terns of the agreenent.

Fee Wivers

Student tuition and fees revenues include all such amounts assessed against
students (net of refunds) for educational purposes even in those cases in which
there is no intention of collection. These revenue ampunts are offset by equa
expendi t ures. The anmounts of such remssions or waivers are recorded and
classified as schol arshi ps and fell owshi ps expenditures or as staff benefits in the
applicable current funds functional expenditure categories. State |aw provides
that educational fee waivers may be offered to no nore than two percent of the
under gr aduat e st udent body.

Prepaid Itens

Expenditures for insurance and simlar services paid for in the current or prior
fiscal years and benefiting nore than one accounting period are allocated anpng
accounting periods. For The Citadel, amounts reported in this asset account
consist primarily of prepaid insurance.
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NOTE 1 — SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

Cash and Cash Equival ents

The anobunts shown in the financial statenents as "cash and cash equivalents"
represent petty cash, cash on deposit in banks, cash on deposit with the State
Treasurer, and cash invested in various instruments by the State Treasurer as part
of the State's internal cash managenent pool, and cash invested in various short-
terminstrunents by the State Treasurer and held in separate agency accounts.

Most State agencies including The Citadel participate in the state’'s internal cash

managenment pool . Because the cash managenment pool operates as a denmand deposit
account, amounts invested in the pool are classified as cash and cash equival ents.
The State Treasurer adm nisters the cash managenment pool. The pool includes sone

| ong-term investnents such as obligations of the United States and certain agencies
of the United States, obligations of the State of South Carolina and certain of its
political subdi vi si ons, certificates of deposi t, collateralized repurchase
agreenents and certain corporate bonds. For credit risk information pertaining to
the cash managenent pool, see the deposit disclosures in Note 15.

The State's internal cash nmanagement pool consists of a general deposit account and
several special deposit accounts. The State records each fund's equity interest in
the general deposit account; however, all earnings on that account are credited to
the General Fund of the State. The Citadel records and reports its deposits in the
general deposit account at cost. The Citadel reports its deposits in the special
deposit accounts at fair val ue. I nvestnents held by the pool are recorded at fair
val ue. Interest earned by the Citadel’s special deposit accounts is posted to its
account at the end of each nonth and is retained. Interest earnings are allocated
based on the percentage of the College's accunulated daily income receivable to the
total income receivable of the pool. Reported investnent incone includes interest
earnings, realized gains/losses, and unrealized gains/losses arising from changes
in the fair value of investnents in the pool. Real i zed gains and |osses are
allocated daily and are included in the accurmul ated incone receivable. Unrealized
gains and | osses are allocated at year-end based on the percentage ownership in the
pool .

Sone State Treasurer accounts are not included in the State's internal cash
managenment pool because of restrictions on the use of the funds. For those
accounts, cash equivalents include investnents in short-term highly [liquid
securities having an initial maturity of three nonths or |ess.

For The Citadel’s funds not held by the State Treasurer, cash equival ents include

investments in short-term highly liquid securities having a maturity at the tinme
of purchase of three nonths or |ess.
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Rebat abl e Arbitrage

Arbitrage involves the investment of proceeds from the sale of tax-exenpt
securities in a taxable investnent that yields a higher rate, resulting in incone
in excess of interest costs. Federal law requires entities to rebate to the
governnment such incone on tax-exenpt debt if the yield from those earnings exceeds
the effective yield on the related tax-exenpt debt issued. Governnental units may
avoid the requirement to rebate the “excess” earnings to the federal governnent

under certain circunstances, if they issue no nore that $5 mllion in total of all
such debt in a calendar year or if they neet specified targets for the expenditures
of the proceeds and interest earnings thereon. For this purpose, tax-exenpt
i ndebt edness includes bonds and certain capital |eases and installnment purchases.

The f eder al gover nment
only requires arbitrage be calculated, reported, and paid every five years or at
maturity of the debt, whichever is earlier. However, the potential liability is

calculated annually for financial reporting purposes. The expenditure and
liability, if any, are recorded in the retirenent of indebtedness subgroup and a
reserve fund to liquidate the liability is established.

Intraentity Transactions and Bal ances

Because aggregated totals are presented, The Citadel elected to renpbve the effects
of revenue and expenditure transactions it had with its blended conponent unit.
Rei mbur senent transactions for expenditures initially nade by one fund or the
conponent wunit that are applicable to another are recorded as expenditures in the
rei mbursing fund of the College or the conponent unit. Expenditures initially nade
by The Citadel for related parties or other external parties and reinbursed by
those parties are elim nated.

Transfers between The Citadel and its blended conponent wunit are reported as
nonmandat ory transfers. Simlarly, receivables and payables between The Citadel
and its bl ended conponent unit are reported as due from and due to other funds.

Current anounts due to/from the sane funds are reported net on the bal ance sheet
only if there is a legal right to the offset.

Total s (Menorandum Only) Col ums
Amounts in the “Totals (Menorandum Only)” colunmms of Exhibit A and B represent an

aggregation of the financial statenent line-itens to facilitate financial analysis.
Such anpunts are not conparable to a consolidation and do not present financial
information in conformty with GAAP. Interfund elimnations have not been nmade in

the aggregation of this data except expenditure reinbursenents and certain other
intraentity transactions and bal ances between the College and its bl ended conponent
unit have been elin nated.

NOTE 2 - STATE APPROPRI ATI ONS

The Citadel is granted an annual appropriation for operating purposes as authorized
by the CGeneral Assenbly of the State of South Carolina. State appropriations are
recogni zed as revenue when received and avail abl e. Amounts that are not expended
by fiscal year-end |apse and are required to be returned to the General Fund of the
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State unless The Citadel receives authorization from the General Assenbly to carry
the funds over to the next year.

The original appropriation is The Citadel's base budget amunt presented in the
General Funds colum of Section 5C of Part I A of the 1998-99 Appropriation Act.
The

following is a reconciliation of the original appropriation as enacted by the
General Assenbly to state appropriations revenue reported in the financial
statements for the fiscal year ended June 30, 1999:

Original Appropriation $14, 343, 928

Suppl enent al Appropriation from 1998 Capital Reserve
Fund (June 1998 Joint Resolution) for Continuation of
Assim |l ation of Wonen 750, 000

St at e Budget and Control Board All ocati ons:
Enpl oyee Base Pay | ncreases and Rel at ed
Enpl oyee Benefits (Proviso 63C. 12.) 368, 906

Appropriation Allocations fromthe State
Conmi ssi on on Hi gher Education (CHE):
From the Children’s Educati on Endowrent Fund For:

Pal metto Fel l ows Schol arship 77,500

Need- Based Grants 179, 085
For Access and Equity Desegregati on Fundi ng

(Proviso 5A.7.) 4,287
For Performance Funding (Proviso 5A 26.) 333, 958
For LI FE Schol arshi ps (1998 Act 418) 376, 000

From Capital Reserve Fund Appropriations (June 1998
Joi nt Resol ution R537, H4702) for:

I nstitutional Funding 839, 448
For STAR Schol arships (from ElI A fundi ng) 21,502
For Academ c¢ Endowrent Incentive Match (Code of Laws 59-118-10) 40, 472

For Hi gher Education Assi stance Program (HEAP) (From EI A Fundi ng)
1, 000

Suppl enent al Appropriations from 1998 Surpl us

State CGeneral Fund Revenues (Part 111 of the 2000 Act):

For Continuation of Assimlation of Whnen 548, 960
Total State Appropriations Revenue - Accrual Basis 17, 885, 046
Less: Higher Education Grant/Schol arshi p Fundi ng

Reported in Restricted Current Funds 740, 683
Fundi ng Reported in Unrestricted Current Funds $17,144 363

NOTE 3 - STATE CAPI TAL | MPROVEMENT BONDS
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In prior years, the State authorized funds for inprovenents and expansion of
facilities using the proceeds of state capital inmprovenent bonds. As capital
projects are authorized by the State Budget and Control Board, the bond proceeds
are allocated to the projects. \When the funds are authorized, The Citadel records
the proceeds as revenue in the unexpended plant funds subgroup. These authorized
funds can be requested as needed once State authorities have given approval to
begin specific projects. The Citadel is not obligated to repay these
funds to the State. The total balance receivable for the undrawn portions of the
authorizations is reported in the balance sheet as "capital inprovenment bond
proceeds receivable." A sunmary of the activity in the balances available from
these authorizations during the year ended June 30, 1999, foll ows:

Ampount Dr awn

Anpunt in Fiscal Bal ance
Tot al Drawn in Year Ended Aut hori zed
Act Aut hori zed Pri or Years June 30, 1999 June 30, 1999
Act 638 of 1988 $ 8,270, 909 $ 8,270, 481 $ - $ 428
Act 522 of 1992 7,691, 040 7,379, 748 311, 292 -
Act 111 of 1997 6, 282, 000 19, 964 448, 662 5, 813, 374
Tot al $22,. 243,949 $15,670, 193 $759, 954 $5,813, 802

The balance is reported in the unexpended plant fund subgroup of the plant funds
gr oup.

O the balances available at June 30, 1999, the college can w thdraw funds
according to the followi ng schedul e:

July 1, 1999, to Decenber 31, 1999 $1, 983, 080
January 1, 2000, to June 30, 2000 1, 915, 361
July 1, 2000, to Decenber 31, 2000 1, 915, 361
Tot al $5,813, 802

In fiscal year 1999, the State authorized $8,000,000 of Capital |nmprovenent Bonds
to The Citadel for inprovenent and expansion of academic facilities. However,
t hese funds were not nmade available to The Citadel until fiscal year 2000.

NOTE 4 - BONDS PAYABLE

At June 30, 1999, bonds payabl e consisted of the follow ng:

I nt er est Maturity June 30, 1999
Rat es Dat es Bal ance
State Institution Bonds
Series 1991 5 5%- 7.5% 12/ 01/ 06 $ 1, 285, 000
Revenue Bonds
Series 1997 4.875% - 5.125% 04/ 01/ 17 22,745, 000
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Tot al $24. 030, 000
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The various bond indentures restrict the use of particular revenue sources. State
Institution Bonds are general obligation bonds of the State backed by the full
faith, credit, and taxing power of the State. Tuition paid to The Citadel is
restricted up to the amunt of annual debt requirenments for the paynent of

principal and interest on State Institution Bonds. The Series 1997 Revenue Bonds
are backed by two sources of revenue: the net revenues of the “Facilities” and
“Addi tional Funds”. The enabling act defines “Facilities” as dormtories,

apartnent buil dings, dwelling houses, bookstore and other college operated stores,
laundry, dining halls, cafeterias, parking facilities, student recreational,
entertainnent and fitness related facilities, inns, conferences and non-degree
educational facilities and simlar auxiliary facilities of the college or any other
facilities which are auxiliary to any of the foregoing. The “Additional Funds” are
all available funds and acadenic fees of the college which are not (1) funds of the
coll ege derived from appropriations received from the General Assenbly; and (2)
tuition funds pledged to the repayment of State Institution Bonds.

The Citadel purchased a bond insurance policy in favor of the bond trustee for the
Series 1997 Revenue Bonds. The insurance covers the paynent of principal and
interest for a period equal to the final maturity in case of nonpaynment by The
Ci t adel .

The bond docunents outline certain covenants to secure the bonds. For the 1997
Series Revenue Bonds, The Citadel nmust maintain and collect rates and charges for
the use of the facilities which shall at all tines be sufficient (1) to provide for
the paynents of expenses for admnistration, operation and nmintenance of the
facilities as may be necessary to preserve the same in good order and repair, (2)
to provide for the paynent of principal and interest on the Bonds, (3) to maintain
the debt service funds and thus provide for the punctual paynent of principal and
interest on the bonds, (4) to provide a reserve for <contingencies and for
i mprovenents, renovations and expansion of the facilities other than those
necessary to maintain the sanme in good order and repair, (5) to provide all amounts
owi ng under any reinbursenent agreement with any provider of an insurance policy,
and (6) to discharge all obligations inposed by the enabling act and resol ution.

The series 1997 Bonds maturing prior to April 1, 2007, shall not be subject to
redenption prior to their stated naturities. The Series 1997 Bonds maturing on or
after April, 1, 2007 shall be subject to redenption at the option of The Citade

Board of Visitors on or after April 1, 2006, in whole at any tinme or in part on any
April 1 or October 1, and if in part in those maturities designated by The Citade

and by lot within a maturity (but only in integral nultiples of $5,000) upon 30
days notice at the principal amunt thereof and the interest accrued on such
principal anpbunt to the date fixed for redenption, plus the followi ng redenption
prem uns, expressed as a percentage of the principal anmount redeermed; April 1, 2006
through March 31, 2007 at 102% April 1,2007 through March 31, 2008 at 101% and
April 1,2008 and thereafter at 100% Begi nni ng Decenber 1, 2000, certain of the
Series 1991 State Institution Bonds may be redeened at a premium prior to the
mandat ory redenption dates and final naturities at the option of the State of South
Carol i na. The redenption prices (expressed as a percentage of the principa

redeened) for the Series 1991 State Institution Bonds range from 102 percent to
100.5 percent in 2003.

The Citadel has no debt service reserve requirenents.
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Al of the bonds are payable in semiannual installnments plus interest. Anmpount s
including interest required to conplete paynent of the revenue bond obligations as
of June 30, 1999 are as follows:

Year Endi ng June 30 Pri nci pal | nt er est Tota
2000 $ 905, 000 $ 1,138,756 $ 2,043, 756
2001 955, 000 1, 094, 638 2, 049, 638
2002 990, 000 1, 048, 081 2, 038, 081
2003 1, 040, 000 999, 819 2, 039, 819
2004 1, 080, 000 949, 119 2,029,119
2005 through 2017 17,775, 000 6, 848, 613 24,623,613
Total Obligations $22, 745, 000 $ 12,079, 026 $34, 824, 026

Amounts including interest required to conplete paynent of the State Institution
Bonds as of June 30, 1999 are as foll ows:

Year Endi ng June 30 Pri nci pal | nt er est Tota
2000 $ 125,000 $ 75, 817 $ 200,817
2001 135, 000 68, 080 203, 080
2002 145, 000 59, 608 204, 608
2003 155, 000 50, 380 205, 380
2004 165, 000 40, 419 205, 419

2005 through 2007 560, 000 54,194 614,194

Total Obligations $1, 285, 000 $348, 498 $1,633, 498

Receipts fromtuition, matriculation fees, and other fees legally designated solely
for the purpose of debt retirenment for institution bonds are recorded directly in
the funds for retirement of indebtedness as student tuition revenue. Mandat ory
transfers from auxiliary enterprises revenue for debt retirenent on the revenue
bonds are reflected as transfers from unrestricted current funds to the funds for
retirement of indebtedness subgroup of the plant funds group

In prior years, The Citadel defeased certain bonds by placing the proceeds of new
bonds in an irrevocable trust to provide for all future debt service paynents
(principal and interest) on the old bonds. As a result, because the revenue bonds
are consi dered defeased, the liability for the defeased bonds has been renoved from
the investnent in plant funds subgroup and the trust account assets are not
included in these financial statements. A June 30, 1999, $13, 165,000 of bonds
outstanding is considered defeased.
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The Citadel reported principal retirements and interest expenditures related to the
bonds as follows for the year ended June 30, 1999.

Bond Type Pri nci pal | nt er est
State Institution $ 120, 000 $ 82, 405
Revenue Bonds 870, 000 1,170, 566

Tot al $990, 000 $1,252,971

O the interest, $52,943 was capitalized as part of the cost of the Barracks
Repl acenent project conpleted in 1999. In addition, anortization of deferred
charges of $27,376 is reported as an element of interest and other charges on
i ndebt edness in the current year.

Debt Service Limtation on State Institution Bonds

S.C. Code of Laws Section 59-107-90 states that the maxi num anpunt of annual debt
service m state institution bonds for each institution shall not exceed ninety
percent of the suns received fromtuition fees (as defined by Code Section 59-107-
30) for the preceding fiscal year. Tuition fees for the fiscal year ended June 30,
1998, were $492,102, which results in a |legal annual debt service lint at June 30,
1999, of $442,892.

Arbitrage Liability Accrual

Arbitrage liability for the Revenue Bond is $2,739. This liability balance of
$2,739 represents current year other deductions in the retirenent of indebtedness
subgroup. N nety percent of the liability is required to be rebated to the federal
governnment no later than 60 days after October 30, 2002.

NOTE 5 - NOTES PAYABLE

| nt er est Maturity Anpunt
Note due to the State of South Carolina
Not e dated 08/01/81, revised 12/08/89 6. 80% 12/ 08/ 08 $263, 513
The note is payable in annual installnments plus interest. Amounts including

interest required to conplete paynment of the note as of June 30, 1999 are as
fol |l ows:

Year Endi ng June 30 Pri nci pal | nt er est Tot al

2000 $ 19, 253 $ 17,919 $ 37,172

2001 20, 563 16, 609 37,172

2002 21,961 15, 211 37,172

2003 23, 454 13,718 37,172

2004 25, 049 12,123 37,172

After 2004 153, 233 32,628 185, 861
Total Obligations $263, 513 $108, 208 $371, 721
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The Coll ege has pledged a portion of incone from ticket sales, facility rentals,
and student fees to nake these paynents.

Principal paid on the note payable was $18,027 for the year ended June 30, 1999
Interest for 1999 for this note was $18,532 and is recorded in the plant funds.

NOTE 6 — LEASE OBLI GATI ONS

The college is obligated under an operating |ease for the use of equipnent. I'n
addition, The Citadel is obligated under capital |eases for the acquisition of
equi pnment . Future conmitnents for capital |eases and for noncancel |l abl e operating

| eases having remaining terns in excess of one year as of June 30, 1999, were as
fol |l ows:

Year endi ng June 30 Capital Leases(Equi pnent) Oper ating Leases( Equi pnent)
2000 $25, 176 $816
2001 25,176 816
2002 13,473 204
2003 - 0- - 0-
2004 - 0- - 0-
Total m ninmum | ease paynents $63, 825 $1, 836
Less: interest 5,085
Less: executory costs 13, 796
Princi pal outstandi ng $44, 944

Capital Leases

During the current year, The Citadel entered into a capital |ease for a Pitney
Bowes Documatch System in the total anobunt of $46,914. Capital |eases are
generally payable in nmonthly installnents fromunrestricted current funds resources
transferred to retirement d indebtedness subgroup of the plant funds group and

have terns expiring in fiscal year 2002. Capital |ease expenditures for fisca
year 1999 were $21, 782, of which $3,606 represented interest and $4, 456 represented
executory costs. Interest rates range from 4.22% to 9.65% The carrying val ue of

t he equi pnment held under capital |ease at June 30, 1999 is $63, 995.

Certain capital |eases provide for renewal and/or purchase options. Generally
purchase options at bargain prices of one dollar are exercisable at the expiration

of the | ease terns.

The Citadel had no capital |eases with related parties in the current fiscal year

Operating Leases

The college’s noncancel |l able operating |lease having a remaining term of nore than

one year expires in fiscal year 2002. Certain operating |eases provide for renewa
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options for periods fromone to three years at their fair rental value at the tine
of renewal. Al agreenents are cancelable if the State of South Carolina does not
provi de adequate funding. The probability of this occurring is considered renote.
In the normal course of business, operating |eases are generally renewed or

repl aced by other |eases. Operating |eases are generally payable on a nonthly
basi s.
Total operating |ease expenditures for equipnent in 1999 were $816. The Citadel

reports these costs in the wunrestricted current funds functional expenditure
categori es.

The Citadel had no operating leases with related parties in the current fiscal
year.

NOTE 7 - | NTERFUND TRANSFERS

Debt service funds become available for transfer because of the nmmintenance of
m ni rum bal ances including reserves for paynent of debt service and facility
operating costs as required by bond indentures and |aw. Tuition, fees, and
revenues pledged for debt service when collected remain in the debt service
accounts of the retirenment of indebtedness fund subgroup until they are transferred
by the State Treasurer into a general capital inmprovenents funding account. For
State Institution Bonds issued by the State of South @rolina on behalf of The
Citadel, the State Treasurer autonmatically transfers qualified funds. As needed,
noni es are transferred fromthe general capital funding account to specific capita
projects accounts. For the nobst part, institutions are authorized to nmke
transfers for specific projects with notification to the State Treasurer

The Citadel reports its general capital funding account in the unexpended plant
funds subgroup. In fiscal year 1999, The Citadel transferred $303,580 for that
purpose which is reported as a nonnandatory transfer from the retirenent of
i ndebt edness subgroup and the unexpended balance in the general capital projects
fundi ng account of the unexpended plant funds subgroup is reported in unrestricted
fund bal ance. During the current year, The Citadel transferred $114,104 within
that subgroup from the general funding account to finance specific capita
proj ects. Unexpended bal ances of the capital project accounts are reported as
restricted fund bal ances in the unexpended plant funds subgroup

In addition, during fiscal year 1999, The Citadel recorded interfund transfers and
transfers with its blended and discretely presented conponent units, as foll ows:

Fund

From To Amount Pur pose
Mandat ory Transfers

Unrestricted Reti renment of $2, 051, 169 Funds to cover Revenue Bond
Current | ndebt edness debt service paynents
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Fund

From To Amount Pur pose
Nonmandat ory Transfers

Unrestricted Endownent $ 572 Board designated additions
Current to quasi - endowrent funds
Unrestricted Unexpended $1,177,830 Funding for various
Current Pl ant construction projects
Unrestricted Retirement of $ 17,326 Funding for capital |ease
Current | ndebt edness paynents
Unrestricted Retirement of $ 10,473 Funding for mscell aneous
Current I ndebt edness bond service fees
Restricted Endownent $ 50,101 Board designated additions
Current to quasi - endowrent funds
Restricted Unexpended $ 197,969 Funding for various
Current Pl ant construction projects
Restricted Retirement of $ 37,172 I naugur al Canpai gn funds for
Current | ndebt edness debt service requirenents
Endownent Unrestricted $ 159,778 (Quasi-endowrent unrestricted funds
Current for current expenditures
Unexpended Unrestricted $ 11,922 Return of unspent funds to
Pl ant Current fundi ng source

NOTE 8 - PENSI ON PLANS

The Retirement Division of the State Budget and Control Board nmintains four
i ndependent defined benefit plans and issues its own publicly available
Conprehensi ve Annual Financial Report (CAFR) which includes financial statenents
and required supplenentary information. A copy of the separately issued CAFR may
be obtained by witing to the Retirenent Division, 202 Arbor Lake Drive, Colunbia,
South Carolina 29223. Furthernore, the Division and the four pension plans are
included in the CAFR of the State of South Carolina.

The majority of enployees of The Citadel are covered by a retirenent plan through
the South Carolina Retirenment System (SCRS), a cost-sharing nultiple-enployer
defined benefit pension plan admnistered by the Retirenment Division, a public
enpl oyee retirenent system Generally all State enployees are required to
participate in and contribute to the SCRS as a condition of enploynent unless
exenpted by law as provided in Section 9-1-480 of the South Carolina Code of Laws.
This plan provides retirenment annuity benefits as well as disability, cost of
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living adjustnment, death, and group-life insurance benefits to eligible enployees
and retirees.

Under the SCRS, enployees are eligible for a full service retirement annuity upon
reaching age 65 or conpletion of 30 years credited service regardl ess of age. The
benefit formula for full benefits effective since July 1, 1989, for the SCRS is
1.82 percent of an enployee's average final conpensation nultiplied by the nunber
of years of credited service. Early retirenent options with reduced benefits are
available as early as age 55. Enpl oyees are vested for a deferred annuity after 5
years service and qalify for a survivor's benefit upon conpletion of 15 years
credited service. Disability annuity benefits are payable to enpl oyees totally and
permanent|y di sabl ed provided they have a mininmum of 5 years credited service. A
group-life insurance benefit equal to an enployee's annual rate of conpensation is
payabl e upon the death of an active enployee with a mni nrum of one year of credited
servi ce.

Since July 1, 1988, enployees participating in the SCRS have been required to
contribute 6.0 percent of all conpensation. Ef fective July 1, 1998, the enployer
contribution rate became 9.58 percent which included a 2.03 percent surcharge to
fund retiree health and dental i nsurance coverage. The Citadel’s actual
contributions to the SCRS for the three nobst recent fiscal years ending June 30,
1999, 1998, and 1997, $1,447,630, $1,358,492, and $1, 300,805, respectively, and
equal ed the required contributions of 7.55 percent (excluding the surcharge) for
each year. Al so, The Citadel paid enployer group-life insurance contributions of
$28,761 in the current fiscal year at the rate of .15 percent of conpensation. The
Citadel paid no pension costs for enployees on educational | eave.

The South Carolina Police Oficers Retirenent System (PORS) is a cost-sharing
nmul ti pl e-enpl oyer defined benefit public enployee retirenent plan. Generally all

full-time enpl oyees whose principal duties are the preservation of public order or
the protection or prevention and control of property destruction by fire are
required to participate in and contribute to the System as a condition of
enpl oynment . This plan provides annuity benefits as well as disability and group-
life insurance benefits to eligible enployees and retirees. In addition,
participating enployers in the PORS contribute to the accidental death fund which
provi des annuity benefits to beneficiaries of police officers and firenen killed in
the actual performance of their duties. These benefits are independent of any
other retirement benefits available to the beneficiary.

Enmpl oyees covered under PORS are eligible for a nonthly pension payable at age 55
with a mninmm of five years service or 25 years credited service regardless of

age. In addition, enployees who have five years of credited service prior to age
55, can retire yet defer receipt of benefits until they reach age 55. A nenber is
vested for a deferred annuity with five years service. The benefit formula for

full benefits effective since July 1, 1989, for the PORS is 2.14 percent of the
enpl oyee's average final salary nultiplied by the nunber of years of credited
servi ce. Disability annuity benefits and the group-life insurance benefits for
PORS menbers are simlar to those for SCRS participants. Accidental death benefits
provide a nonthly pension of 50 percent of the nmenber’s budgeted conpensation at
the tine of death.

Since July 1, 1988, enployees participating in the PORS have been required to
contribute 6.5 percent of all conpensation. Effective July 1, 1998 the enployer
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contribution rate became 12.33 percent wich, as for the SCRS, included a 2.03
percent surcharge. The Citadel’'s actual contributions to the PORS for the years
ending June 30, 1999, 1998, and 1997, were $37,760, $36,052, and $35,377,
respectively, and equaled the required contributions of 10.3 percent (excluding the

surcharge) for each year. Al so, The Citadel paid enployer group-life insurance
contributions of $733 and accidental death insurance contributions of $733 in the
current fiscal year for PORS participants. The rate for each of these insurance

benefits is .20 percent of conpensation.

The anpunts paid by The Citadel for pension, group-life insurance, and accidental
death benefits are reported as enployer contributions expenditures wthin the
applicable current funds' functional expenditure categories to which the related
sal ari es are charged.

Article X, Section 16 of the South Carolina Constitution requires that all State-
operated retirenent systens be funded on a sound actuarial basis. Title 9 of the
South Carolina Code of Laws of 1976, as anended, prescribes requirenents relating
to nenbership, benefits, and enpl oyee/ enpl oyer contributions for each pension plan.
Enmpl oyee and enployer «contributions rates to SCRS and PORS are actuarially
det er m ned. The surcharges to fund retiree health and dental insurance are not
part of the actuarially established rates. Annual benefits, payable nmonthly for
life, are based on length of service and on average final conpensation (an
annual ized average of the enployee's highest 12 consecutive quarters of
conpensati on).

The Systens do not nmake separate neasurenents of assets and pension liabilities for

i ndi vi dual enpl oyers. Under Title 9 of the South Carolina Code of Laws, The
Citadel’s liability under the plans is limted to the amunt of contributions
(stated as a percentage of covered payroll) established by the State Budget and
Control Board. Therefore, The Citadel's Iliability under the pension plans is

limted to the contribution requirements for the applicable year from anounts
appropriated therefor in the South Carolina Appropriation Act and amunts from
other applicable revenue sources. Accordingly, The Citadel recogni zes no
contingent liability for unfunded costs associated with participation in the plans.

At retirenent, enployees participating in the SCRS or PORS receive additional
service credit (at a rate of 20 days equals one nonth of service) for up to 90 days
for accurul ated unused sick | eave.

Certain State enployees may elect to participate in the Optional Retirenent Program
(ORP), a defined contribution plan. The ORP was established in 1987 under Title 9,
Chapter 17, of the South Carolina Code of Laws. The ORP provides retirenment and
death benefits through the purchase of individual fixed or variable annuity
contracts which are issued to, and becone the property of, the participants. The
State assunes no liability for this plan other than for paynent of contributions to
desi gnat ed i nsurance conpani es.

ORP participation is limted to faculty and administrative staff of the State's
four-year higher education institutions who neet all eligibility requirenents for
menbership in the SCRS. To elect participation in the ORP, eligible enployees nust
irrevocably wai ve SCRS nenbership within their first ninety days of enploynent.
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Under State law, contributions to the ORP are required at the sanme rates as for the
SCRS, 7.55 percent plus the retiree surcharge of 2.03 percent from the enployer in
fiscal year 1999.

Certain of The Citadel's enployees have elected to be covered under optional
retirement plans. For the fiscal year, total contribution requirenents to the ORP
were $181,467 excluding the surcharge from the college as enployer and $144,215

from its enployees as plan nenbers. In addition, The Citadel paid $3,605 for
group-life insurance coverage for these enployees. Amounts were renitted to the
Retirement Division of the State Budget and Control Board for distribution to the
respective annuity policy providers. The obligation for paynent of benefits

resides with the insurance conpanies.

NOTE 9 - POSTEMPLOYMENT AND OTHER EMPLOYEE BENEFI TS

In accordance with the South Carolina Code of Laws and the annual Appropriation
Act, the State of South Carolina provides certain health care, dental, and life
i nsurance benefits to certain active and retired State enployees and certain
surviving dependents of retirees. Al'l permanent full-tine and certain pernanent
part-tinme enployees of The Citadel are eligible to receive these benefits. The
State provides postenploynent health and dental benefits to enployees who retire
from State service or who termnated with at |east 20 years of State service who
nmeet one or nmore of the eligibility requirements, such as age, length of service,
and hire date. Generally those who retire nust have at least 10 years of retirenent
service credit to qualify for these State-funded benefits. Benefits are effective
at date of retirement when the enployee is eligible for retirement benefits.

These benefits are provided through annual appropriations by the General Assenbly
to The Citadel for its active enployees and to the State Budget and Control Board
for all participating State retirees except the portions funded through the pension
surcharge and provided from other applicable fund sources of The Citadel for its
active enployees who are not funded by State General Fund appropriations. The
State finances health and dental plan benefits on a pay-as-you-go basis.
Currently, approximately 18,900 State retirees neet these eligibility requirenents.

The Citadel recorded enployer contributions expenditures within the applicable
functional expenditure categories for these insurance benefits for active enployees
in the anpbunt of $1,432,071 for the year ended June 30, 1999. As discussed in Note
8, The Citadel paid $445,465 applicable to the 2.03% surcharge included with the
enpl oyer contributions for retirement benefits. These ambunts were remitted to the
South Carolina Retirenent Systenms for distribution to the Ofice of I|nsurance
Services for retiree health and dental insurance benefits.

Information regarding the cost of insurance benefits applicable to The Citadel
retirees is not available. By State law, The Citadel has no liability for
retirement benefits. Accordingly, the cost of providing these benefits for
retirees is not included in the acconpanying financial statenents.

In addition, the State General Assenbly periodically directs the Retirenment Systens

to pay supplenental (cost-of-living) increases to retirees. Such increases are

primarily funded from Systenis earnings; however, a portion of the required anount
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is appropriated from the State General Fund annually for the SCRS and PORS
benefits.

NOTE 10 - DEFERRED COVPENSATI ON PLANS

Several optional deferred conpensation plans are available to State enployees and
enpl oyers of its political subdivisions. Certain enployees of The Citadel have
elected to participate. The nmultiple-enployer plans, created under Internal
Revenue Code Sections 457, 401(k), and 403(b), are administered by third parties
and are not included in the Conprehensive Annual Financial Report of the State of
Sout h Caroli na. Conpensation deferred under the plans is placed in trust for the

contributing enployee. The State has no liability for |osses under the plans.
Enpl oyees may withdraw the current value of their contributions when they term nate
State enpl oynment. Empl oyees may also withdraw contributions prior to term nation

if they nmeet requirenments specified by the applicable plan.

On August 20, 1996, the provisions of Internal Revenue Code Section 457 were
anended by addi ng subsection (g). That subsection provides that new plans will not
be considered eligible plans unless all assets and incone of the plans are held in
trust for the exclusive benefit of the participants and their beneficiaries.
Exi sting plans also had to conply with this requirenment by January 1, 1999. Sout h
Carolina’ s plan adopted this change effective July 24, 1998.

During fiscal year 1997-98 the college established The Citadel Executive Severance
Pl an. This plan was initially an executive severance plan at Wodberry Forest
School . However, the plan was amended and restated as the Wodberry Forest
School / The Citadel Executive Severance Plan on June 30, 1997. Ef fecti ve Decenber
31, 1997, Whodberry Forest withdrew as a participating enployer in this plan. The
Executive Severance Plan was adopted for certain of the institutions’ executive or
hi ghl y- conpensat ed enpl oyees. The plan is intended to be a “bona fide severance pay
pl an” and a “bona fide death benefit plan” as defined in Section 457(e)(11) of the
IRC and a “top hat” severance pay and death benefit plan. Section 457 (e) (11) (A
provides for the establishnment of plans for severance pay and death benefits for
which contributions by the enployer are not considered taxable conpensation at the
time paid into the plan but becone taxable conpensation at the tinme of withdrawal
pursuant to section 451 of the IRC of 1986, as anended. Upon bona fide severance
participants will be required to withdraw all funds as taxable conpensation within
a two-year period from the date of severance. El i gi bl e enpl oyees are any persons
enpl oyed by the sponsor who are deternmined by the sponsor to be a select group of
managenment or highly- conpensated enployees and who are designated by the Board to
be eligible enployees under the plan. The only enployee so designated is John
Grinalds, president of The Citadel.

The Citadel Trust contributed $20,000 to The Citadel Executive Severance Plan in
fiscal year 1999 and intends to contribute simlar anounts in future years.
Because this plan is a Section 457 (e) (11) plan, plan assets remain the property
of The Trust until paid or nade available to participants and are subject to the
clains of The Citadel’s general creditors. At June 30, 1999, the $134,041 plan
bal ance is included in investnents in the unrestricted current funds. This anount
is also reported as a deferred conpensation liability in the unrestricted current
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funds. O this anount, cunulative Citadel contributions total $38, 334. John
Grinalds contributed $3,000 in fiscal year 1999, for a cunulative total of $4,500.
A contribution of $68,326 was received from Wodberry Forest School in fiscal year
1998, when Wbodberry Forest was a co-participant in the plan. The remaining
bal ance in this fund is conposed of investnent income of $22, 881.

A Suppl enmental Executive Retirement Plan functioning under section 457(f) was
established at the sane time as the Executive Severance Plan. There are currently
no participants in the Supplemental Executive Retirenent Plan and no funds have
been invested in this plan. Eligible enployees are any persons enployed by the
sponsor who are deternmned by the sponsor to be a select group of managenent or
hi ghl y- conpensated enployees and who are designated by the Board to be eligible
enpl oyees under the plan. The only enployee so designated is John Ginalds,
presi dent of The Citadel.

NOTE 11 - | NVENTORI ES

Inventories for internal use are valued at cost. Inventories for resale are val ued
at the lower of cost or market. The following is a summary by inventory category
of cost determni nation nmethod and val ue at June 30, 1999:

Cat egory Met hod
Cadet Store First-in, first-out $1, 094, 811
G ft Shop First-in, first-out 265, 057
Tai | or Shop First-in, first-out 132, 785
Central Stores Movi ng wei ght ed average cost 34, 352

$1, 527, 005

NOTE 12 - |INTERFUND LI ABILITIES AND BORROW NGS

For the nobst part, The Citadel operates out of one cash account which is recorded
in unrestricted current funds. At fiscal year-end, entries are nade to properly
reflect cash balances by fund group and subgroup and to report interfund
liabilities for deficit cash balances in the State’s cash nmanagenent pool accounts.
In addition, during the year, certain interfund borrow ngs occurred. Al of the
anpunts are payable within one year, unless otherw se agreed, wthout interest.
I ndi vi dual interfund bal ances outstanding at June 30, 1999, were as follows:

A. The interfund advance arose during fiscal year 1985 when the retirenent of
i ndebt edness funds advanced $587, 655 to unexpended plant funds for the stadium
lights project. During the current fiscal year, $10,000 was repaid which

reduced the balance to $500, 000. Current year plans call for a simlar type
reducti on each year, using assets fromthe President’s Inaugural Canpaign.

B. All other interfund debt is tenporary in nature representing cash advances

that were primarily wused to pay operating expenses. These anounts are
consi dered currently due.

NOTE 13 - STUDENT LOANS RECEI VABLE AND OTHER ACCOUNTS RECEI VABLE
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Wth mnor exceptions, allowances for |osses for student |oan receivables and
various accounts receivable are established based upon actual |osses experienced in
prior years and evaluations of the current |oan and account portfolios. At June
30, 1999, the allowances for accounts receivable in unrestricted current funds and
student |oans receivable in |oan funds are valued at $177,905 and $242, 085.

NOTE 14 - CONSTRUCTI ON COSTS AND COVM TMENTS

The Citadel has obtained the necessary funding for the acquisition, construction,
renovation, and equipping of certain facilities which will be capitalized in the
applicable plant asset categories upon conpletion. Managenent estinmates that The
Citadel has sufficient resources available and/or future resources identified to
satisfactorily conplete the construction of these projects which are expected to be
conpleted in varying phases over the next five years at an estinmated total cost of
$23, 454, 000. O the total cost, approximtely $7,900,000 is unexpended at June 30,
1999. O the total expended through June 30, 1999, The Citadel has capitalized
substantially conplete and in use projects costing $14,844,260 in the applicable
pl ant asset categories. O the unexpended bal ance at June 30, 1999, The Citadel
had remai ning conm tnent bal ances of approxi mately $1,440,000 with certain property
owners, engineering firms, construction contractors, and vendors related to these

proj ects. Maj or capital projects at June 30, 1999, which constitute construction
in progress that will be capitalized when conpleted, are |isted bel ow
Project Title Esti mat ed Cost Anmount Expended
Lab Renovations - Chenistry $ 222,831 $149, 050
Thonpson Hal | Repl acenent 6, 282, 000 524, 845
Rifl e Range A & E 50, 000 10, 317
Hol I'i day Alumi Center A & E 379, 200 19, 731
$_6,934, 031 $703, 943

At June 30, 1999, The Citadel had in progress other capital projects which are not
to be capitalized when conpleted. These projects are for replacenments, repairs,
and/or renovations to existing facilities and to repair and inprove all wutility
delivery systens regarding canpus infrastructure. Costs incurred to date on these
projects amount to approximtely $10,353,000 at June 30, 1999, and the estinmated
cost to conplete is approximtely $4, 900, 000. At June 30, 1999, The Citadel had
remai ning conmitnment balances of approximately $524,000 with certain parties
related to these projects.

The Citadel anticipates funding these pojects out of current resources, current

and future bond issues, state capital inprovenent bond proceeds, private gifts, and
student fees.

NOTE 15 - DEPOSI TS AND | NVESTMENTS

All deposits and investnents of The Citadel are the under control of the State
Treasurer who, by law, has sole authority for investing State funds. Certain

34



THE CITADEL
The Military College of South Carolina
Notes to the Financial Statenents
June 30, 1999

nmonies are deposited with or managed by financial institutions and brokers.
Deposits and investnents of The Citadel Trust are not under the State Treasurer’s
control

The followi ng schedule reconcil es deposits and investnents within the footnotes to
t he bal ance sheet anounts:

Bal ance Sheet Foot not es
Cash and Cash Equi val ents $15, 037, 316 Cash on Hand $ 46, 872
I nvest nent s 48, 806, 670 Deposits Held by
State Treasurer 13, 985, 331
Ot her Deposits 216, 421
| nvest nent s 49, 595, 362
$63, 843, 986 $63, 843, 986

Deposits Held by State Treasurer

State law requires full collateralization of all State Treasurer bank bal ances.
The State Treasurer nust correct any deficiencies in collateral within seven days.
At June 30, 1999, all State Treasurer bank balances were fully insured or

collateralized with securities held by the State or by its agents in the State's
nane.

Wth respect to investnents in the State's internal cash nanagenent pool, all of
the State Treasurer's investnents are insured or registered or are investnents for
which the securities are held by the State or its agent in the State's nane.
I nformation pertaining to the reported anounts, fair values, and credit risk of the
State Treasurer's investnents is disclosed in the Conprehensive Annual Financial
Report of the State of South Carolina.

As disclosed in Note 1, retirenent of indebtedness plant funds include $2,789
restricted cash for a reserve fund to liquidate the potential arbitrage liability.

Ot her Deposits

The Citadel’s other deposits at vyear-end were entirely covered by federa
depository insurance or by collateral held by The Citadel’s custodial bank in The
Citadel’s nane. Loan funds include $16,000 restricted cash for a |oan
participation deposit.

The Citadel’s other deposits are categorized to give an indication of the |evel of
risk assuned by the entity at year-end. The credit risk categories are concerned
with custodial credit risk, which is the risk that a governnent will not be able to
recover the deposits if the depository financial institution fails or to recover
the value of collateral securities that are in the possession of an outside party
if the counterparty to the deposit transaction fails. There are three categories
of deposit credit risk as foll ows:

(1) Insured or collateralized with securities held by the entity, or by its agent
inthe entity’s name. (Not held by the bank.)

(2) Collateralized with securities held by the pledging financial institution’s
trust departnent or agent in the entity’ s nane.
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(3) Uni nsured or uncollateralized. (This includes any bank balance that is
collateralized with securities held by the pledging financial institution, or
by its trust departnent or agent, but not in the entity’ s nane.)

Al'l but $27,509 of other deposits are owned by The Citadel Trust, a conponent unit
of The Citadel. The other deposits owned by The Citadel relate to required |oan
deposits and cash on hand with the College’s Perkins Loan servicer. A summary of
the June 30, 1999, bank bal ances of other deposits classified by category of risk
is as follows:

Cat egory of Risks Bank Report ed
1 2 3 Bal ance Anmount
Cash deposits $214, 639 $163 $__- $214, 802 $216, 421
Investments
Al investnents are owned by The Citadel Trust, a conponent unit of The Citadel

Aut hori zed investments include U.S. governnent/governnment-insured securities and
corporate stocks and bonds, as authorized by trust agreenents and The Citadel Trust
Board of Directors.

“Investments” are stated at fair value at the date of donation in the case of
gifts. Purchases and sales are accounted for on the trade date. Unrealized gains
and losses on investnents have been recorded. Realized gains and |osses on
securities transactions are recorded on the accrual basis. Ear ni ngs are recorded
quarterly.

The Citadel’s investnents are categorized to give an indication of the |evel of
risk assumed by the entity at year-end. The credit risk categories are concerned
with custodial credit risk, which is the risk that a governnment will not be able to
recover the value of investnment or collateral securities that are in the possession
of an outside party if the counterparty to the investnment transaction fails. There
are three categories of credit risk. Category 1 includes investnments that are
insured or registered or for which the securities are held by the entity or its
agent in The Citadel Trust’s nane. Category 2 includes uninsured and unregistered
investments for which the securities are held by the counterparty’s trust
departnment or agent in The Citadel Trust’s nane. Category 3 includes uninsured and
unregi stered investrments for which the securities are held by the counterparty or

by its trust department or agent but not in The Citadel Trust’s name. |Investnments
which do not neet the definition of investment securities are listed below but are
not classified by risk category. A sunmmary of investments at June 30, 1999, by

category of credit risk is as foll ows:

Cat egory of Risk Fair
1 2 3 Val ue
U.S. Treasury Notes/Bonds $1,981,377 $ 8,599,240 $ - $10, 580, 617
U.S. Governnent and Agency
Bonds 93, 434 1,844,762 - 1, 938, 196
Cor por at e Bonds 120, 472 5,407, 948 - 5,528, 420
Cor porate Stock 6, 935, 846 1, 392, 248 - 8, 328, 094
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$9, 131,129 $17,244,198 $__- 26, 375, 327

I nvestnents not subject to categorization:

Open-ended Mutual Funds and Bank Comon Trust Funds 23, 205, 579
Restricted Deposit with Life |Insurance Conpany 14, 456
Total Investnents $49, 595, 362
The investnent types |listed above include all investnent types in which nonies were

held throughout the fiscal year, and the balances therein fluctuated minimally in
excess of the fiscal year-end bal ances.

The investnents are nmintained at the trust/investnent departnents of Bank of
Anmerica, Wichovia National Bank, Robinson-Hunmphrey, the Common Fund, First Union
Nat i onal Bank, and Carolina First Bank.

The Citadel Trust Board of Directors has a formal investnment policy, and current

i nvestnments are within the guidelines which have been established by the Board.

NOTE 16 - PLEDGES OF G FTS AND SPLI T | NTEREST AGREEMENTS

The Citadel recogni zes revenue from pl edges when col |l ect ed.

The mpjority of pledges to The Citadel originated fromthe (1) Mark Clark Canpaign
and (2) the Inaugural Canpaign. The Mark Clark Canpaign was a joint capital
canpai gn conducted in 1984 wth The Citadel Developnment Foundation and The
Bri gadi er Foundation, with a goal of raising $27,000,000 to be used for academc
progranms and capital expenditures. The anobunts of pledges collected and received
by The Citadel Devel opment Foundation or The Brigadi er Foundation are not readily
avail able. The Citadel Devel opnent O fice began the Inaugural Canpaign in 1990, to
rai se $1,500,000 to be used to assist in retiring the Citadel’s outstandi ng debts.
There are no outstanding pledges for this canpaign. At June 30, 1999,
approximtely $79,000 of the $1,115,799 collected for this canpaign remined
unspent.

During the year ended June 30, 1999, the Citadel evaluated the collectibility of
pl edges and certain receivables were reduced to realizabl e val ue.

For the year ending June 30, 1999, The Citadel received $91,385 in Mark Cark
Canpai gn pl edge paynents. These pledge paynents were recorded as private gift
revenue in the unrestricted current fund in fiscal year 1999. As of June 30, 1999,
the cunul ative total for the canpaign was $11,711,052. These contributions include

cash, stocks, bonds, life insurance policies, real property, and equipnent.
Restricted gifts and pledges are to be wused primarily for endowed chairs,
schol arshi ps, and construction and/or inprovenents to various buildings. The

pl edge receivables for the Mark Clark Canpaign are due to be collected as follows:

Year Endi ng June 30 Unrestricted Restricted Tot al

2000 $ 20, 000 $ 20, 000 $ 40, 000
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2001 - - -
2002 - - -
2003 - - -
2004 - - -
After 2004* 148, 550 1, 535, 900 1, 684, 450
Tot al $168, 550 $1, 555, 900 $1, 724, 450

* Amajority of these pledges are by bequest.

As of June 30, 1999, other pledges to The Citadel totaled $811, 846 (excluding the
uni -trust and the CRT pl edges described later in this note). During the year ended
June 30, 1999, The Citadel recorded $6, 731 received as unrestricted pledge paynments
as private gift revenue in the unrestricted current fund and $23,660 received as
restricted pledge paynents as private gift revenue in the restricted current fund.
These funds are to be used for academi c prograns and capital expenditures and are
due to be collected as foll ows:

Year Ended June 30 Unrestricted Restricted Tot al

2000 $ 1, 758 $229, 065 $ 230, 823
2001 - 276, 252 276, 252
2002 - 226, 136 226, 136
2003 - 76, 000 76, 000

2004 - - -
After 2004~ 775 1, 860 2,635
Tot al $2,.533 $809, 313 $811, 846

*A mpjority of these pledges are by bequest.

Because it is not practicable to estimate the net realizable value of the
uncol l ected pledges, ©pledges receivable are not reported in the financial
statenents.

During Decenber 1993 a benefactor established a charitable remainder wuni-trust,
consisting of publicly traded commobn stock valued at $60,000,000, to which The

Citadel Trust, Inc., is entitled to one-third of the renmmining assets upon the
benefactor's death. Annually the uni-trust is to pay to the benefactor 6% of the
net fair market value of the assets in the charitable renmainder trust, valued as of
the first day of each taxable year of such trust. If inconme from these assets is
insufficient to pay this anmpunt, it will be paid from principal. The Trust is
irrevocable and is not managed by The Citadel or The Citadel Trust. The

$20, 000, 000 unrestricted pledge for the charitable uni-trust is not included in the
above summary of other pledges receivable at June 30, 1999.

During fiscal year 1999 another donor established a charitable remainder trust

(CRT), consisting of assets valued at less than $600,000, to which The Trust is
entitled to all of the remmining assets upon the death of the CRT beneficiaries.
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The pledge for the CRT is restricted for scholarships. These assets held in trust
are not held or managed by The Trust, and the ultinate anobunt received cannot be
reasonably estinmated; accordingly, such assets are not included in these financial
statenents.

NOTE 17 - RELATED PARTI ES

Certain separately chartered legal entities whose activities are related to those
of The Citadel exist primarily to provide financial assistance and other support to
The Citadel and its educational program They include The Citadel Devel opnent
Foundation (CDF), The Brigadier Foundation, and the Association of Citadel Men.
The financial statenments of these entities are audited by independent auditors
retained by them The activities of these organizations are not included in The
Citadel's financial statenents. However, The Citadel's statenents include
transacti ons between The Citadel and its related parties.

In conjunction with its inplenentation of GASB Statenent No. 14, managenment revi ewed
its relationships with the related entities described in this note. The Citadel
excludes these entities from the reporting entity because it is not financially
accountable for them As part of its affiliated organi zations project, the GASB is
currently studying other circunstances under which organizations that do not neet
the financial accountability criteria would be included in the financial reporting
entity. Depending on the outcone of that project and other future GASB
pronouncenents, sone or all of these related parties may become conponent units of
The Citadel and part of the financial reporting entity.

Various transactions occur between The Citadel and these related parties. Unl ess
ot herwi se noted below, funds, other than expenditure reinbursenents, received from
those related parties are primarily reported as private gifts, grants and contracts
revenue in restricted current funds. A sunmary of these transactions and bal ances
at June 30, 1999, foll ows:

Citadel Alumi Associ ation

Rei mbursenent to The Citadel for certain expenses

i ncurred on behal f of the Association $102, 435
Funds received by The Citadel for Association’s share of

Citadel Magazine's publication costs $75, 000
Bal ance Due fromthe Association included in

accounts receivable (unrestricted current funds) $14, 474

The Bri gadi er Foundation

Funds received for athletic schol arshi ps $655, 000
Rei mbursenent to The Citadel for certain expenses

i ncurred on behal f of the Foundation $283, 154
Funds received by The Citadel for Brigadier’'s share of

Citadel Magazine's publication costs $15, 000

Bal ance Due fromthe Brigadier included in
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accounts receivable (unrestricted current funds) $20, 000

The Brigadier Foundation is indebted to The Citadel for $114,000 as of June 30,
1999, for the ahletic grants-in-aid on an interest-free note dated October 10,
1984, in the original amunt of $208,436. The receivable is reported in restricted
current funds. The Citadel did not receive any paynents on this loan in fiscal
year 1999. The Citadel has not established a paynent schedule for this |oan.
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The Citadel Devel opnment Foundati on

Funds received for grants, awards, and schol arshi ps $3, 510, 105
Rei mbursenent to The Citadel for certain expenses

i ncurred on behalf of the Foundation $64, 162
Funds received by The Citadel for the Foundation's share of

Citadel Magazine's publication costs $23, 200
Funds received by the Citadel for salary suppl enents $42, 943

In 1999, The Citadel participated in The Citadel Devel opnent Foundati on Annual Fund
Drive. The Citadel Devel opnent Foundation (CDF) contacted donors and received all
contributions. G fts designated for The Citadel were processed by CDF and
subsequently remtted to The Citadel. The Citadel reinbursed CDF for direct
expenses and paid CDF a fee for their services based on a percentage of total gifts
col | ected. The fee payment is recorded as institutional support expenditures in
the unrestricted current fund. For the cal endar year ending Decenber 31, 1998, The
Citadel paid CDF $7,681 for fund-raising services and reinbursed CDF for direct
costs of $1, 005. For the fiscal year ending June 30, 1999, CDF collected
contributions of $333,631 on behalf of The Citadel. These contributions are
recorded in the unrestricted current, restricted current, and endownent funds.
Cunmul ative pledges made to The Citadel through the CDF Annual Fund Drives and
recei vabl e at June 30, 1999, total $7,594. These pledges are included in the Note
16 informati on on other pledges.

NOTE 18 — TRANSACTI ONS W TH STATE ENTI TI ES

The Citadel has significant transactions with the State of South Carolina and
various State agencies. Services received at no cost from State agencies include
mai nt enance of certain accounting records by the Conptroller General; check
preparation, banking, bond trustee, and investnment services from the State
Treasurer; legal services from the Attorney General; and grants services from the
Budget and Control Board.

Ot her services received at no cost fromthe various offices of the State Budget and
Control Board include pension plans adm nistration, insurance plans adm nistration,
audit services, personnel nanagenent, assistance in the preparation of the State
Budget, review and approval of certain budget anendnents, procurenent services, and
ot her centralized functions.

The Citadel had financial transactions with various State agencies during the

fiscal vyear. Significant payments were made to divisions of the State Budget and
Control Board for pension and insurance plans’ enployee and enpl oyer contributions,
surplus property disposal fees, insurance coverage, office supplies, printing,

t el ephone, and interagency nmil services. Significant paynments were also nade for
unenpl oyment and workers' conpensation coverage for enployees to the Enploynent
Security Comm ssion and State Accident Fund. The anounts of 1999 expenditures
applicable to these transactions are not readily avail abl e.
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The Citadel provided no services free of charge to other State agencies during the
fiscal year; however, The Citadel provided printing and facilities rental services
to various State agencies for a fee.

NOTE 19 - CONTI NGENCI ES AND LI TI GATI ON

The Citadel is involved in a nunber of |egal proceedings and clains with various
parties arising in the normal course of business. One lawsuit challenging the
constitutionality of The Citadel's policy restricting adm ssion into the Corps of
Cadets to nmles began in 1993 in the Federal Court in Charleston and part of that
case is still pending. The issues in the case were essentially resolved in June
1996 when The Citadel Board of Visitors changed the policy and allowed wonen as
well as nen to enter the Corps of Cadets.

Despite the change in policy, which made noot the issue of the constitutionality of
the admi ssions policy, a judgnent was entered by the District Court in August 1996
finding The Citadel's adm ssions policy in violation of the U S. Constitution. The
Fourth Circuit Court of Appeals vacated that judgenent.

Attorneys for the plaintiff applied to the United States District Court in
Charl eston for judgnent against the defendants in excess of $5,700,000 in attorneys

fees. The Citadel and the State of South Carolina were joint defendants in the
case. The judge awarded $4,564,204 to be paid to the plaintiff’s attorneys. That
anount was negotiated and reduced to $3.2 million. The State's Insurance Reserve
Fund has already paid $1 nillion of the settlenent as part of the regular tort

liability of the college. The State Legislature authorized the Insurance Reserve
Fund in the 1999-2000 Appropriation Act to pay the remaining $2.2 mllion of the
settl enment. The Citadel no longer has any potential liability for the single
gender court case.

In addition, four (4) other suits are currently being litigated. Because the
Col | ege' s insurance should cover any potential damages should the College be found
at fault, these cases are not expected to have a material adverse effect on the
financial position of The Citadel and the College has not recorded an estinmated
loss liability.

The various federal programs adm nistered by The Citadel for fiscal year 1999 and
prior years are subject to examination by the federal grantor agencies. At the
present tinme, amounts, if any, which may be due federal grantors have not been
determ ned, but The Citadel believes that any such anmpunts in the aggregate would
not have a material adverse effect on the financial position of the College.
Therefore, an estimated | oss has not been recorded.

NOTE 20 - RI SK MANAGEMENT

The Citadel is exposed to various risks of loss and maintains State or conmerci al
i nsurance coverage for all of those risks except business interruption insurance
cover age. Managenment believes such coverage is sufficient to preclude any
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significant uninsured |osses for the covered risks. There were no significant

reductions in insurance coverage from coverage in the prior year. The costs of
settled clains and claim |l osses have not exceeded this coverage in any of the past
three years. The Citadel pays insurance premiuns to certain other State agencies
and commercial insurers to cover risks that may occur in nornmaml operations. The

insurers pronmise to pay to or on behalf of the insured for covered econonmic |osses
sustained during the policy period in accord with insurance policy and benefit
programlimts.

St ate managenent believes it is nobre econom cal to manage certain risks internally

and set aside assets for claim settlenent. Several State funds accunul ate assets

and the State itself assunes substantially all risks for the follow ng:

1. Clainms of State enployees for unenploynent conpensation benefits (Enpl oynent
Security Conm ssion);

2. Clainms of covered enployees for workers' conpensation benefits for job-
related illnesses or injuries (State Accident Fund);

3. Clainms of covered public enployees for health and dental insurance benefits
(O fice of Insurance Services); and

4, Clainms of covered public enployees for long-term disability and group-life

i nsurance benefits (O fice of Insurance Services).

Enmpl oyees el ect health coverage through either a health nmi ntenance organi zati on or
through the State's self-insured plan. All of the other coverages |isted above are
through the applicable State self-insured plan except dependent and optional life
premuns are remitted to commercial carriers.

The Citadel and other entities pay premuns to the State's |nsurance Reserve Fund
(IRF) which issues policies, accumulates assets to cover the risks of loss, and
pays clains incurred for covered |losses related to the following assets and
activities:

Theft of, danmmge to, or destruction of assets;
Real property, its contents, and other equipnent;
Mot or vehicles, and watercraft (inland marine);
Torts;

Nat ural disaster; and

Medi cal mal practice clainms against the Infirnmary.

Uk wNE

The IRF is a self-insurer and purchases reinsurance to obtain certain services and
speci alized coverage and to limt losses in the areas of property, boiler and
machi nery, autonobile liability, and nedical professional Iliability insurance.
Also, The |RF purchases reinsurance for catastrophic property and nedical
professional liability insurance. Rei nsurance pernmits partial recovery of |osses
fromreinsurers, but the IRF remains primarily liable. The IRF purchases insurance
for ocean marine coverage. The IRF's rates are determ ned actuarially.

State agencies and other entities are the primary participants in the State’'s
Health and Disability Insurance Fund and in the |IRF.
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The Citadel obtains coverage through a comercial insurer for enployee fidelity
bond insurance for all enployees for losses arising fromtheft or m sappropriation.
All enployees are covered for $100, 000. In addition, the Vice President for
Fi nance and Business Affairs and the College’'s Treasurer are covered under public
official bonds for $250,000 and $50, 000, respectively.

Building contents risks of loss are not fully covered. The building contents
i ncl udi ng equi pnent and supplies are insured for an anpunt based on the carrying
val ue of the equipment in the building.

The College has recorded insurance premum expenditures of $345,531 in the
applicable functional expenditure categories of the unrestricted current fund.

The Citadel has not transferred the portion of risk of loss related to insurance
policy deductibles, wunderinsurance, and coinsurance to a State or comercia
i nsurer. The Citadel reported expenditures of $750 in the current year for actua

clains paynents and costs related to such retained risks of loss. The Citadel has
not reported an estimated clains |oss expenditure and the related liability as of
June 30, 1999, based on the requirenents of GASB Statements No. 10 and No. 30

which state that a liability for clains nust be reported if information prior to
the issuance of financial statenments indicates that it is probable that an asset
has been inmpaired or a liability has been incurred on or before the close of the
fiscal year, and the anpunt of the loss is reasonably estinmable.

In managenent’s opinion, clainms |osses in excess of insurance coverage are unlikely

and, if incurred, would be insignificant to The Citadel’s financial position.
Furthernore, there is no evidence of asset inpairment or other information to
indicate that a |loss expenditure and liability should be recorded at year-end.

Therefore no | oss accrual has been recorded.

NOTE 21 - FUND BALANCES

The bal ances of the fund groups making up the restricted current funds at June 30,
1999 are as foll ows:

1999

Restricted for research $190, 889
Restricted for schol arshi ps and student aid 2,693, 236
Restricted for other specified purposes 3, 794, 650
$6, 678, 775

The bal ances of the fund groups making up the loan funds at June 30, 1999 are as
fol |l ows:

1999

U S. Governnment Grants Refundabl e $550, 463
Col | ege Funds - restricted 1,219,014
$1,769, 477
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The bal ances of the fund groups maeking up the endownent and sinmilar funds at June
30, 1999 are as follows:

1999
Endownent - restricted $18, 060, 474
Quasi - endowrent - unrestricted 3, 755, 984
Quasi - endowrent - restricted 15, 909, 503
$37, 725,961

The bal ances of the fund groups maeking up the plant funds at June 30, 1999 are as
fol |l ows:

1999

Unexpended Pl ant:

Restricted $5, 851, 134

Unrestricted — designated 4,626, 143

$10,477, 277

Retirement of | ndebtedness:

Restricted $479, 222
NOTE 22 — AUTHORI ZATI ON TO USE TRUST ASSETS
The Citadel Alummi Association, a related party of The Citadel, is currently in the
process of renovating a building near The Citadel canpus that will beconme the new
alumi center when it is conplete. The Alumi Association is currently attenpting
to secure financing for this project. In order to help the Association obtain

favorabl e financing, The Board of Visitors of The Citadel has verbally comritted
that the Alumi Association may use Citadel Trust assets to help secure this
financing if required by the lender. This anmount is not to exceed $740,000. As of
June 30, 1999, no financing had been obtained. When financing is obtained, Trust
assets nay or may not be required to be pledged as collateral by the |ender.
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NOTE 23 — PRI OR PERI OD ADJUSTMENTS AND RESTATEMENT COF 1998 BALANCES

During fiscal year 1999, The Citadel corrected the following error involving the
application of accounting principles regarding fund group classification and fund
bal ance restrictions resulting fromrestrictions specified by the external donors.
Bet ween 1989 and 1997 The Citadel Trust became the owner of certain |life insurance
policies and recorded the gift revenue and related cash surrender values in the

unrestricted current fund and restricted current fund. Ot her policies wthout
donor restrictions on the use of the insurance proceeds are reported in the
unrestricted current fund. However, the deeds of trust for these three gifts
specify that the Ilife insurance proceeds should be used to pernmanently endow
schol arship funds. Accordingly, these cash surrender value accounts and the
related fund balances should be recorded in the restricted endowrent fund. To

correct the errors, these asset accounts and the $3,228 of the unrestricted current
fund bal ance and $223,827 of the restricted current fund balance restricted for
ot her purposes have been recl assified.

Effective July 1, 1997, The Citadel inplenmented GASB #31 which requires reporting
deposits and investnents at fair value and requires unrealized gains/losses arising
from changes in the fair value of investments to be reported in investnent incone.
During FY 99 The Citadel determined that it had used the wong fair value amounts
to conpute accrual adjustnents for investnent inconme for unrealized gains/|osses
for ampunts in the State’'s internal cash managenent pool and to report its fiscal
year end cash and cash equival ents balances for anounts in the State’'s pool. The
Citadel restated cash and cash equivalents balances and the related fund bal ance
accounts in each of its fund groups and subgroups, except l|loan funds and the
investment in plant funds subgroup which weren't affected. Futhernore, the effects
of the error corrections on FY 98 investnent incone by fund group/subgroup are
shown bel ow.

In fiscal year 1998 The Citadel issued Revenue Bonds and incorrectly recorded a
portion of the bonds payable balance in the retirement of debt subgroup of the
pl ant funds. This error in fund classification of |ong-term plant debt has been
corrected by elimnating the bonds payable balance in the retirenent of debt
subgroup and restating the beginning fund balance for the retirenent of debt
subgroup. The bond payabl e balance is correctly presented in the net investnent in
pl ant subgroup and the beginning fund balance for this subgroup has also been
rest at ed.

The following is a summary of the effects of the changes as of and for the year
ended June 30, 1998, for the above described error corrections:

As
Previ ously Rest at enent As
Unrestricted Current Funds Report ed Adj ust nent Rest at ed
Cash and Cash Equival ents $7,921, 058 (124, 482) $7, 796, 576
Cash Surrender Val ue of Life Insurance $22, 546 (3, 228) $19, 318
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Fund Bal ances $10, 111, 587 (127, 710) $9, 983, 877
Unrestricted Current Funds Revenues $51, 130, 550 (124, 482) $51, 006, 068
| nvest ment | ncone $842, 022 (124, 482) $717, 540
Restricted Current Funds
Cash and Cash Equival ents $218, 479 (217) $218, 262
Cash Surrender Value of Life Insurance $223, 827 (223, 827) $ -0-
Fund Bal ances:
Restricted for research $9, 428 - 0- $9, 428
Restricted for schol arships $1, 831, 951 (217) $1, 831,734
Restricted for other purposes $4,012, 144 (223, 827) $3, 788, 317
| nvest ment | ncone $712, 932 (217) $712, 715
As
Previ ously Rest at enent As
Endownrent and Sinmi |l ar Funds Report ed Adj ust nent Rest at ed
Cash and Cash Equival ents $785, 452 (2,174) $783, 278
Cash Surrender Value of Life |Insurance $ -0- 227, 055 $227, 055
Fund Bal ances:
Endownent — Restricted $16, 521, 304 227, 055 $16, 748, 359
Quasi - endownent — unrestricted $3, 646, 940 - 0- $3, 646, 940
Quasi - endowment — restricted $14, 822, 675 (2,174) $14, 820, 501
| nvest ment | ncone $4, 331, 033 (2,174) $4, 328, 859
Unexpended Pl ant Funds
Cash and Cash Equival ents $14, 831, 928 (399, 851) $14, 432, 077
Fund Bal ances:
Restricted $6, 511, 259 (194, 973) $6, 316, 286
Unrestricted $5, 796, 755 (204, 878) $5, 591, 877
| nvest ment | ncone $1, 197, 323 (399, 851) $797, 472
Retirement of | ndebtedness Funds
Cash and Cash Equival ents $4, 138 28 $4, 166
Bonds Payabl e $300, 055 (300, 055) $- 0
- Fund Bal ances (Restricted) $204, 015 300, 083 $504, 098
I nvest ment | ncone $(12,967) 28 $(12, 939)
Net |nvestnent in Plant
Bonds Payabl e $- 0 - 300, 055 $300, 055
Net Investnment in Plant $75, 845, 334 (300, 055) $75, 545, 279
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THE CITADEL

The Military College of South Carolina
Notes to the Financi al

NOTE 21 - FUND BALANCES ( CONTI NUED)

Totals Colum — 1998 Bal ance Sheet

Cash and Cash Equival ents
Fund Bal ances
Net | nvestment in Pl ant

Total s Colum — 1998 Statenent of
Changes in Fund Bal ances

Unrestricted Current Funds Revenues
| nvest nent I nconme — restricted

June 30, 1999

$23, 879, 657
$65, 244, 403
$75, 845, 334

$51, 130, 550
$6, 371, 508

11

St at enent s

(526, 696)
(226, 641)
(300, 055)

(124, 482)
(402, 214)

$23, 352, 961
$65, 017, 762
$75, 545, 279

$51, 006, 068
$5, 969, 294



THE CITADEL

The Military College of South Carolina

Notes to the Financi al
June 30, 1999

NOTE 21 - FUND BALANCES ( CONTI NUED)

Totals Colum — 1998 Statenent of As
Current Funds Revenues, Previ ously
Expendi tures and ot her Changes Report ed

| nvest ment | ncone $1, 066, 162

Net Increase in Fund Bal ances $1, 649, 910

St at enent s

Rest at enent

Adj ust nent

(124, 699)
(124, 699)

As
Rest at ed

$941, 463
$1, 525, 211
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NOTE 21 - FUND BALANCES ( CONTI NUED)

Requi red Suppl enentary I nformation
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Notes to the Financial Statenents
June 30, 1999

NOTE 21 - FUND BALANCES ( CONTI NUED)

THE CITADEL
The Mlitary College of South Carolina
Requi red Suppl enentary Information (Unaudited)
Year 2000 | ssues
June 30, 1999

The year 2000 issue arises because nost conputer software programs
allocate two digits to the Year date field on the assunption that the
first two digits wll always be 19. Wthout reprogranmmng, such
programs will interpret, for exanple, the year 2000 as the year 1900.
Al so, sone programs nay be unable to recognize that the year 2000 is a
| eap year.

The year 2000 issue may affect electronic equi prent containing computer

chips that have date recognition features — such as environnental
systens, elevators, and vehicles - as well as conputer software
progranms. In addition, the year 2000 issue affects not only conputer

applications and equi pnent under The Citadel’s direct control but also
the systens of other entities with which The Citadel’s direct control
but also the systens of other entities wth which The Citadel
transacts business. Some of The Citadel’s systens/equi pment affected by
the year 2000 issue are critical to the continued and uninterrupted
operations of The Citadel.

The conmputer systenms identified as nost crucial to The Citadel’s
operations are: the Financial Records System (FRS), the Student
Informati on System (SIS), and the Human Resources System (HRS).The FRS
is The Citadel’s accounting system and includes payroll, budgeting,
debt, and other accounting transactions. Inportant, but not mission
critical systens, include the Al ummi Devel opnent System (ADS), nost of
the personal conmputers throughout canpus, the Library, the facility
management systems and other electronic equipment such as tel ephones
and el evators.

Because of the unprecedented nature of the year 2000 issue, its effects

and the success of related renediation efforts wll not be fully
determinable wuntil the year 2000 and thereafter. Managenent cannot
assure that The Citadel is or wll be year 2000 ready, The Citadel’s
renmedi ation efforts will be successful in whole or in part, or that
parties with whom The Citadel does business will be year 2000 ready.

The Citadel has purchased and installed upgrades of its mssion
critical software. These systens have been tested by the software
vendor in all critical areas. The costs of these upgrades and their
installation costs have been absorbed by The Citadel as part of its
routi ne software systens operating budget.

Wrk to address the year 2000 issue with respect to each system

critical to conducting operations falls predom nantly within one of the
foll owi ng stages of work:
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NOTE 21 - FUND BALANCES ( CONTI NUED)

1. Awareness stage — Establishing a budget and project plan for dealing

with the year 2000 issue.
2. Assessnent stage — ldentifying the systens and conponents for which

year 2000 work is needed.
3. Renedi ation stage — Maki ng changes to systens and equi prment.

THE CITADEL
The Mlitary College of South Carolina
Requi red Suppl enentary Information (Unaudited)
Year 2000 I|ssues
June 30, 1999

4. Validation/testing stage — Validating and testing changes that were

made during the renediation stage.
The Citadel’s year 2000 renediation work for its mssion-critica
systens and el ectronic equipnment are in the follow ng stages of work. C
nmeans conplete, P neans in process, A neans still needs to be
addr essed.

Awar eness Assessnent Remedi ati on Val i dati on/
Testi ng

FRS C C C C
SIS C C C C
Li brary C C C C
Facility C C C C
Management
System
HRS C C C C

The Citadel has
systens and

conput er

made conti ngency plans
embedded

interruptions to The Citadel’s business.

devi ces

the possible
for

and al so

failure of
possi bl e
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STATUS OF PRIOR FINDINGS
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The Citadd
TheMilitary College of South Carolina
Status of Prior Finding
June 30, 1999

During the current engagenment , we reviewed the status of corrective
action taken on the finding as reported in the Auditor’s Coments
section of our report on The Citadel for the fiscal year ended June 30,
1998, and dated Cctober 8, 1998. W determined that The Citadel had
taken adequate corrective action on the deficiency noted.
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NOTE 21 - FUND BALANCES ( CONTI NUED)

CURRENT YEAR FINDINGS

51



THE CITADEL
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NOTE 21 - FUND BALANCES ( CONTI NUED)

The Citadd
TheMilitary College of South Carolina
Current Y ear Findings
June 30, 1999

There are no current year findings.
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